SS , - Amar: ¥y 
# oe fe § SS TS AR i 


EASTERN MIC! 


1 f 


SEPTEMBER 1957 


THE 
ECONOMIC 
JOURNAL 


THE QUARTERLY JOURNAL OF THE ROYAL ECONOMIC SOCIETY 


Edited by R. F. HARROD and E. A. G. ROBINSON 
Assisted by R. C.O. MATTHEWS 


I. ARTICLES 


The Balance-of-Payments Problems of a European Free-Trade Area 
J. E. MEADE 


Monetary Policy and the Capital Market, 1955-56 H. B. ROSE 


Ps The Impact of the Credit Squeeze on Small and Medium-sized Manufacturing 
= Firms H. F. LYDALL 


Capital Exports and Growth J. KNAPP 


An Investigation into some Alleged Contradictions in Welfare Economics 
E. J. MISHAN 


The Micro-foundations of Aggregate Demand and Supply S. WEINTRAUB 
Sterling—Dollar Diplomacy SIR W. EADY 


II. REVIEWS (For a list of Books Reviewed see inside cover) 


III. NOTES AND MEMORANDA 
Note on Automation E. M, HUGH-JONES 
Comment on the Marginal Efficiency of Capital and Investment Programming J. A. SCOTT 
A Further Comment on the “‘ Transformation Problem ” M. H. DOBB 
Stability and Growth: A Rejoinder H. BREMS 
A Note on “‘ A Revised Theory of Expectations ” W. M. GORMAN 
A Note on the Ratio of Staff to Wage-earners P. SARGANT FLORENCE 


Current Topics 


IV. RECENT PERIODICALS AND NEW BOOKS 


LONDON: MACMILLAN AND CO. LIMITED 
NEW YORK: THE ST. MARTIN’S PRESS 
PRICE TEN SHILLINGS NET 











REVIEWS 


BELSHAW (H.). Population Growth and Levels of Consumption By T. H. Strcocx 
DOBB (M. H.). On Economic Theory and Socialism By P. A. Baran 


FERGUSON (T.) and CUNNISON (J.). In Their Early Twenties: A Study of Glasgow Youth 
By N. B. Deare 


FISHER (I. N.). My Father, Irving Fisher By C. W. GuiILLeBaup 
GARDNER (R.N.).  Sterling—Dollar Diplomacy By Sir W. Eapy 
GOLD (B.). Foundations of Productivity Analysis By J. B. HEATH 


HAMMOND (R. J.). Food, Volume II. Studies in Administration and Control 


By E. M. Hucu-Jones 
KINDLEBERGER (C. P.). The Terms of Trade By M. C. Kemp 
LEUBUSCHER (C.). Bulk Buying from the Colonies By E. M. H. Lioyp 
LLOYD (E. M.H.). Food and Inflation in the Middle East, 1940-45 By Sir K. Murray 
Local Expenditure and Exchequer Grants By A. R. Prest 
Local Government and Central Control By B. R. W1LLiams 
MEEK (R.L.). Studies in the Labour Theory of Value By H. D. Dickinson 
MELMAN (S.). Dynamic Factors in Industrial Productivity By J. B. Heatu 
MEYER (F. V.). United Kingdom Trade with Europe By H. H. Lresner 
NEMMERS (E. E.). Hobson and Underconsumption By J. Ropinson 
ROBERTS (G. W.). The Population of Famaica By E. GREBENIK 
ROBINSON (J.).. The Accumulation of Capital By T. Barna 


ROOSA (R.R.). Federal Reserve Operations in the Money and Government Securities Markets 
By R. F. Harrop 


ROWSE (A. L.). The Early Churchills By N. G. ANNAN 
SAYERS (R.S.). Financial Policy, 1939-45 By Str W. Eapy 
Social Aspects of European Economic Co-operation By B. Tew 
Sr. CLAIR (O.). A Key to Ricardo By M. H. Doss 
SUTTON (F. X.), HARRIS (S. E.), KAYSEN (C.) and TOBIN (J.).. The American Business 

Creed By C. Witson 
TROPP (A.). The School Teachers By F. R. SALTER 


World Economic Survey, 1955 By R. R. Nemp 





519 


521 
4% 


5l4 
539 
493 
527 


525 
528 




















THE ECONOMIC JOURNAL 


SEPTEMBER 1957 





THE BALANCE-OF-PAYMENTS PROBLEMS OF A 
EUROPEAN FREE-TRADE AREA? 


I po not propose in this lecture to inquire into the effect of the institu- 
tion of a free-trade area in Western Europe upon productivity, standards 
of living and so on. I propose only to raise some of the financial issues 
which are involved. Is it possible in Western Europe to combine free 
trade with full employment and balance-of-payments equilibrium ? 

Balance-of-payments problems as between the members of a European 
free-trade area can be avoided if each member takes steps to keep its own 
overall balance of payments in equilibrium. It will not matter if France, 
for example, is in deficit with the rest of the free-trade area provided she 
is in overall balance, 7.¢., in equal surplus with outside countries. She can 
then use the outside currencies which she earns to pay her debts within the 
free-trade area. And these outside currencies will be needed by the other 
members of the free-trade area; for if France is in deficit inside the free- 
trade area, some other member or members (say, Germany) must be in 
equal surplus within the free-trade area. But if Germany is also in overall 
balance, then the German surplus in the free-trade area must be matched 
by an equal German deficit with outside countries. If France has no 
overall deficit on her balance of payments, she can pay Germany with her 
earnings of outside currencies; and if Germany has no overall surplus on 
her balance of payments, she will need these outside currencies to pay her 
debts to the outside world. 

This multilateral principle is well illustrated by the history of Benelux. 
Within Benelux the natural structure of trade and other transactions is such 
that the Netherlands is practically always in bilateral deficit with the 
Belgium—Luxembourg Economic Union. In the early post-war years the 
Dutch balance of payments was in overall deficit; and in these conditions 
the finance of her bilateral deficit with Belgium gave rise to problems which 
could be solved only by restricting Dutch imports from her partner. But 
from 1951 onwards the Dutch international payments regained an overall 
balance; and the Dutch were earning a surplus with outside countries 
which matched their deficit with the Belgium—Luxembourg Economic 


1 Presidential Address to Section F of the British Association, delivered on September 5th, 1957 
at Dublin. 
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Union. The Dutch could pay the Belgians with the currencies of third 
countries. 

Consideration of the payments problems of Benelux suggests that the 
maintenance of overall equilibrium in the balance of payments of each 
partner country is not merely a possible, but also the only acceptable, 
method of dealing with payments between the partners. Consider the 
alternative principle that each partner should keep its payments with the 
other members of the union (rather than with all the other countries of the 
world) in balance. This result could be achieved in Benelux without 
restrictions on intra-Benelux trade if there were a very great rise in Belgian 
prices and costs (brought about by inflation in Belgium or by an apprecia- 
tion of the Belgian franc) so as to cause an increase in Belgian purchases 
from, and a decrease in Belgian sales to, the Dutch on a sufficient scale to 
bring the bilateral Belgian—Dutch balance of payments into equilibrium. 
But this would have threatened to put the Belgian overall balance of pay- 
ments into serious deficit, since the rise in Belgian prices and costs would 
have increased Belgian imports from, and would have decreased her exports 
to, the rest of the world as well. Belgium would have had to impose strict 
controls over payments to other countries. Or if the Dutch—Belgian balance 
of payments were put into bilateral balance by such a deflation in the 
Netherlands as to reduce Dutch purchases from, and to increase Dutch 
sales to, Belgium to the required extent, then this would have caused a great 
decrease in Dutch imports from, and an increase in Dutch exports to, the 
outside world as well. The Dutch would have to deal with a large un- 
desired surplus in their overall balance of payments.’ In conditions in 
which the structure of trade and payments is such that some members of 
a free-trade area naturally have deficits with their partners matched by 
surpluses with outside countries, while other members are in the opposite 
situation, the principle that each member should be primarily concerned 
with its overall balance of payments is the only acceptable one. 

Our first and basic principle is, therefore, that each member of the 
free-trade area should maintain equilibrium in its overall balance of pay- 
ments. But before proceeding further I would like to make two comments 
on this general principle. 

First, the maintenance of overall equilibrium in a country’s balance of 
payments is nothing like so precise a criterion as might at first sight appear. 
Obviously, since some countries will naturally and properly be lending 


1 Suppose that the Netherlands were in overall surplus (its deficit with Belgium being less than 
its surplus with the outside world), while Belgium were in overall deficit (her surplus with the 
Netherlands being less than her deficit with the outside world). Suppose then that the Dutch 
inflate and the Belgians deflate. The Dutch will get rid of their overall surplus by decreasing their 
surplus with the outside world but increasing their deficit with Belgium, while the Belgians will get rid 
of their overall deficit by decreasing their deficit with the outside world and increasing their surplus 
with the Netherlands. The solution of a balance-of-payments problem of a free-trade area may thus 
well involve the increase of the deficits and surpluses within the area itself. 
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abroad or borrowing from abroad for ordinary commercial and develop- 
mental purposes, by equilibrium in the balance of payments we do not 
mean an equality between current payments and current receipts. We are 
concerned with the balance of all normal current and capital payments and 
receipts. Even so, we cannot make an exact equality between payments 
and receipts our criterion. A country which has very inadequate reserves 
of gold and dollars may properly aim at some surplus of normal receipts 
over payments which will enable it to bring its reserves to a reasonable 
level. We can only lay down a general principle that it is the duty of 
each member of the free-trade area to avoid a continuing deficit or surplus 
on its overall balance of payments which threatens to result in the unreason- 
able accumulation or loss of its reserves. 

Second, we must allow for the fact that not all outside currencies are 
convertible into each other. To return to my Benelux example, suppose 
that the Netherlands and Belgium are both in overall equilibrium, but that 
the Belgians have a deficit with the outside world and a surplus with the 
Netherlands, while the Dutch have a deficit with Belgium but a surplus 
with the outside world. If the outside currency which the Dutch are earn- 
ing is a “‘ hard” currency which is convertible into the outside currency 
which the Belgians are spending, all is well. The Dutch can pay the 
Belgians with this currency, and the Belgians can use it to finance their 
outside debts. 

But trouble might arise if Benelux as a whole, while it is in overall 
balance, has an outside surplus of “‘ soft ” currencies and an outside deficit 
of “hard ”’ currencies. The Netherlands might be earning a surplus of 
outside “‘ soft’ currencies which were not convertible into the “ hard” 
currencies needed by Belgium for the finance of her outside deficit. 

There are in fact two very different types of case in which a European 
free-trade area as a whole might be earning a surplus of “ soft ” currencies. 

In the first case the surplus earnings of the free-trade area may be in 
terms of a currency which is not freely convertible into other outside cur- 
rencies but is more or less freely convertible into the currency of one of the 
members of the free-trade area. The outstanding example of this is, of 
course, the overseas members of the sterling area. Suppose that in the 
European free-trade area the Germans have a dollar deficit and that the 
French are in debt to the Germans but are earning a surplus in Australian 
pounds, which are freely convertible into United Kingdom pounds, the 
United Kingdom being a member and Australia not a member of the free- 
trade area. If sterling is not freely convertible into dollars, the French 
cannot pay the Germans in an outside currency which the Germans need. 
The basic cure in this type of case is, of course, that the sterling area as a 
whole, rather than just the United Kingdom, should be in overall balance. 
If the free-trade area (excluding the United Kingdom) has a surplus with 
the sterling area, then the sterling area (including the United Kingdom) 
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will be in overall balance only if it has a surplus with some country outside 
the free-trade area and the sterling area, e.g., with the dollar world. Once 
again the circle is closed. France can pay Germany with her sterling 
earnings and, since the sterling area has a dollar surplus, Germany can 
convert this sterling into dollars for the finance of her dollar deficit without 
putting a strain on the sterling area’s dollar reserves. 

The basic balance-of-payments rule for the free-trade area must thus 
be modified to the effect that each national government undertakes to 
maintain overall equilibrium in the balance of payments of the monetary 
area of which it is the centre rather than merely overall equilibrium in its 
own national balance of payments. This puts the United Kingdom in a 
special position which has become a familiar problem in the European 
Payments Union and the Organisation for European Economic Co-opera- 
tion. The United Kingdom, as banker for the sterling area, has cleared 
all sterling-area payments through E.P.U., but in the adjustment of the 
O.E.E.C. trade liberalisation programme to maintain balance-of-payments 
equilibrium she has been able to enter into commercial-policy commitments 
only for the United Kingdom and not for the other members of the sterling 
area such as Australia. 

A different type of problem might arise if the outside deficits of the free- 
trade area were in dollars and the outside surpluses were in some currency 
like the Brazilian cruzeiro, which is convertible neither into other outside 
currencies (such as the dollar) nor into the currency of a member country 
(such as sterling). But the countries of Western Europe are now in a suffi- 
ciently strong position to deal with this type of problem in a simple but 
decisive manner. If the monetary authority of each European country 
does not undertake to exchange into its own European currency any Brazilian 
cruzeiros which its exporters may earn, then in self-defence the individual 
European exporters to Brazil will demand from the Brazilian importers to 
be paid in their own European currencies or in other acceptable convertible 
currencies. This means that the Brazilian authorities have to take steps to 
see that their importers do not purchase more from Western Europe as a 
whole than Brazil can finance out of the proceeds of her exports or other 
earnings. Immediately after the War each country of Europe dealt with 
this problem by a separate bilateral payments arrangement with Brazil or 
with similar “‘ soft’? currency countries. This is now unnecessary; and, 
through the so-called Hague Club, arrangements are now being made 
whereby the Brazilians can transfer any earnings which they may obtain 
in one European currency into another European currency for the purchase 
of goods from that second European country. In these conditions while 
one European country alone may have an excess of exports to Brazil and 
another an excess of imports from Brazil, there can be no problem of an 
excess of earnings of the “‘ soft” Brazilian currency by the free-trade area 
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But let me return to my main problem. By what means can each 
member of the free-trade area keep its overall balance of payments in 
equilibrium? There are at least five possible lines of approach to this 
problem which I shall call the liquidity approach, the gold-standard 
approach, the integration approach, the direct-control approach and the 
exchange-rate approach. 

By the liquidity approach I mean that steps might be taken to increase the 
availability of liquid reserves to the European countries which are in overall 
deficit so that they can thereby tide over temporary balance-of-payments 
difficulties. This cannot, of course, provide a full cure for lasting and 
permanent balance-of-payment deficits. But it can deal with temporary 
balance-of-payments problems and, above all, it can provide a buffer 
which will enable other measures for dealing with permanent difficulties to 
have time to work out their effects. Reserves of some European countries 
and particularly of the United Kingdom are still lamentably low. An 
increase in liquidity is an essential ingredient in a satisfactory solution of 
our problem. 

How can this best be achieved? One’s thoughts naturally turn to the 
European Payments Union, which provides a mechanism whereby, accord- 
ing to the credit element in the monthly settlements, European countries 
with a surplus in their payments to other European countries automatically 
provide credit, and so liquidity, to those European countries which have 
a deficit in their payments with other European countries. Could the 
European liquidity problem be solved by a development of this European 
instrument whereby European surplus countries provide credits to European 
deficit countries ? 

There are two serious objections to reliance upon an E.P.U. type of 
mechanism. 

In the first place there may well be times when the European free-trade 
area as a whole is in deficit with the outside world. This means that the 
overall deficits of the European deficit countries are greater than the overall 
surpluses of the European surplus countries. In such circumstances, it is 
impossible to cover the deficits of the deficit members by the surpluses of the 
surplus members. For this reason it would be much more satisfactory to 
proceed by means of a more “ universal” approach (such as an extension 
of drawing rights with the International Monetary Fund) which would 
give each European country, regardless of the position of its European 
partners, greater international liquidity to deal with its own overall balance- 
of-payments problems. 

If, however, this more “ universal’ approach is for any reason ruled 
out, it is possible to do something by methods whereby European surplus 
countries lend temporarily to European deficit countries. But there is 
now a second objection to an E.P.U. type of mechanism. My basic theme 
has been that if each member is in overall balance-of-payments equilibrium, 
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then the settlement of payments within the free-trade area should be possible. 
Suppose that the Netherlands has a dollar surplus matched by a deficit 
with Belgium, while Belgium has a dollar deficit matched by its surplus 
with the Netherlands; it should be possible for the Dutch to pay the Belgians 
with dollars. But with the E.P.U. arrangements the Netherlands will con- 
tinuously pile up reserves of gold and dollars, since their surplus is earned 
wholly in that form, while their deficit is payable through the E.P.U, 
partly in book credit. But Belgium will run out of gold and dollar reserves, 
since her dollar deficit must be financed wholly in that form while her 
surplus is with E.P.U. and will be financed partly by a book credit with 
E.P.U. This difficulty is avoided if settlements through E.P.U. are 100% 
in gold; but in this case E.P.U. does not fulfil the function of providing 
additional credit by overall surplus to overall deficit members. 

It is, of course, possible to devise methods for European surplus countries 
to lend to European deficit countries, which are not open to this objection, 
This might be done merely by arrangements between the exchange equal- 
isation accounts or similar authorities of the members to the effect that the 
authorities of an overall surplus member would hold more of the currencies 
of an overall deficit member. Or it might be rather more institutionalised 
in the form of a European Monetary Fund into which all members paid 
certain amounts of their own currencies, and possibly also of their reserves of 
gold and dollars, and from which members with overall deficits were able 
to make temporary drawings. Or it might take the extreme form of the 
payment of all the gold and dollars of all the members into a common single 
pool, payments between members being financed by the transfer of claims 
on this pool, and payments to the outside world by drawings from the pool. 
This last system would, of course, have special implications for the United 
Kingdom, since it would mean pooling with the Europeans the reserves held 
against the claims of the whole Sterling Area; and although there is nothing 
inherently illogical (indeed there is much positively desirable) in extending 
the payments mechanism to cover a wider region than the commercial free- 
trade area, the political difficulties involved are obviously very great. 

In any case an increase in international liquidity for European countries 
is not a complete cure for our problem. What methods could be used to 
deal with persistent balance-of-payments problems in the European free- 
trade area? Let us consider first what I have called the gold-standard 
approach. 

By this I mean the application of the principles of the old gold standard 
as they are expounded in the text-books. Any member of the free-trade 
area which is in overall deficit will lose reserves of foreign exchange; it 
should allow this to lead to a restriction of the domestic supply of its money 
until its domestic money incomes, prices and costs are so deflated that it has 
put its overall balance of payments into equilibrium by buying less imports 
and supplying more and cheaper products for export. Simultaneously any 
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surplus member of the free-trade area should allow its receipt of foreign- 
exchange reserves to cause a monetary inflation domestically, which should 
lead to an increase in its imports and a decrease in its exports. This solution 
is dangerous. It requires that each European national government should 
devise its domestic monetary and budgetary policies essentialiy with regard 
to its balance-of-payments situation and with little or no thought for its 
domestic situation. Financial policies to prevent domestic inflations or to 
preserve full employment must be more or less abandoned. 

This would mean that Germany, so long as she has an overall balance- 
of-payments surplus, must inflate her domestic money incomes, prices and 
costs. But Germany, with her memories of past hyper-inflation, is very 
unwilling to do this. And, as recent events show, a surplus country like 
Germany is always able to restrain an inflation; she can, through restrictive 
domestic monetary and budgetary policies, offset the domestic inflationary 
effects of a balance-of-payments surplus and continue to pile up balances of 
gold and foreign currencies. But this means that a potentially deficit 
member of the free-trade area such as France might have to make an undue 
share of the adjustment by a domestic deflation of its money incomes, prices 
and costs; for it cannot indefinitely postpone the adjustment, since its stock 
of gold and foreign currencies is limited and exhaustible. It might have to 
abandon a domestic financial policy of expansion for full employment just 
at the time that the structural adjustment of its industries due to the removal 
of trade barriers within the free-trade area may be causing some redundancy 
of labour in its less efficient industries, so that it was especially desirable to 
have a domestic background of financial expansion to ease the development 
of its more efficient industries. Governments are nowadays so wedded 
(and, in my opinion, rightly so wedded) to the idea that it is one of their 
duties to preserve full employment that the probable outcome of this solution 
would in fact be the breakdown of the free-trade-area arrangements. 

Many who accept these criticisms of the gold-standard approach may 
ask whether we could not get rid of payments difficulties, at least within the 
free-trade area, by combining with the building of a free-trade area in 
Western Europe the integration of European financial arrangements so as 
to make it as easy for a Frenchman to pay a German within Europe as it is 
fora Welshman to pay an Englishman within the United Kingdom. 

The logic of this integration approach is unassailable. But it is not, I think, 
always realised how far-reaching this proposal is. ‘This we can best see by 
asking why it is that the adjustment of payments between England and 
Wales is so much easier than that between Germany and France. There 
are at least five elements to the answer. 

In the first place, the fact that goods, labour and capital can move 
freely between England and Wales makes adjustment easier. Suppose 
Wales is in economic difficulty. A deflation of prices and incomes in Wales 
relatively to prices and incomes in England will have more effect in inducing 
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consumers to buy Welsh rather than English products and in inducing 
workers to work in England rather than Wales, because there are no re- 
strictions on the movement of goods or workers from Wales to England, 
Moreover, any rise in interest rates in Wales caused by a scarcity of money 
capital due to the deflation of money supplies in Wales would have more 
effect in attracting new capital funds from England because there are no 
barriers to the movement of capital within the United Kingdom. Indeed, 
the Welsh and the English share in common the London capital market, 
A complete common market for goods, labour and capital throughout 
Western Europe would similarly make the mechanism of adjustment of 
payments easier. There is some truth in the contention that the gold- 
standard approach is less dangerous when it is applied to the payments 
between the members of an economic union than when it is applied to 
payments between national States which maintain impediments to the 
movement of goods and services between them. 

But this is not the whole of the story. A second reason why the adjust- 
ment of payments between England and Wales is much easier than between 
Germany and France is because the United Kingdom has, while Western 
Europe has not, got a single common currency and banking system. If the 
Welsh balance of payments with England is £1 million in deficit, then this 
means that £1 million of currency or bank deposits passes from the owner- 
ship of Welshmen to that of Englishmen. This deflation of £1 million in 
Wales and inflation of £1 million in England is the end of the direct monetary 
adjustment. But if the French balance of payments with Germany is 
1 million francs in deficit, then the French central bank loses 1 million francs 
of foreign-exchange reserves and the German central bank gains an equi- 
valent amount of reserves. There are many reasons why a change of | mil- 
lion in a country’s foreign-exchange reserves may cause a change of many 
millions in its total domestic supply of money. In particular, if France has 
only a small proportion of her total domestic supply of money covered by 
foreign-exchange reserves, she may have to deflate her domestic supply of 
money by many times any loss of her reserves, in order to prevent a dangerous 
fall in her foreign-exchange reserve ratio. In other words, the absence of 
a single money means that the abruptness and speed of adjustment in France 
and Germany may have to be much greater than in Wales and England. 
Much of this problem would, of course, be solved by sufficiently far-reaching 
arrangements for increasing international liquidity between the members of 
the European free-trade area. In the example just given, if France had 
foreign-exchange reserves equal to 100% of her domestic money supply, 
then any given loss of reserves would no longer make it necessary for her to 
deflate her domestic money supply by many times that loss of reserves. 

Thirdly, England and Wales have a single national government which 
by the adoption of a stricter or easier central-banking monetary policy or 
by running a budget surplus or deficit can pump monetary purchasing 
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power out of or into the system as a whole. This means that there can be 
an effective anti-inflation or anti-deflation financial policy for the United 
Kingdom as a whole which can take into account the interest both of Wales 
and of England. Trouble with the Welsh balance of payments need not 
be intensified by a failure of monetary demand in England to expand 
sufficiently. This is a most far-reaching difference between interregional 
and international payments. In Europe at present it is the function of 
each national government by control of its central bank’s monetary policy 
and through its own budgetary policy to prevent undesirable domestic 
inflations and deflations. Free trade combined with fixed exchange rates 
(the gold-standard approach) would prevent European governments from 
devising their domestic financial policy for the purpose of preserving domes- 
tic stability. But the prevention of widespread booms and slumps is an 
essential feature of modern government. ‘To entrust this task to a supra- 
national European authority would require a very far-reaching surrender 
of powers by the national governments to ensure a single central-bank 
policy and a single budgetary policy for Western Europe as a whole. 
Fourthly, suppose that the balance-of-payments deficit of Wales is 
greater than the balance-of-payments surplus of England, so that the 
United Kingdom as a whole has a deficit with the outside world. There 
exist central authorities for the United Kingdom which will then do some- 
thing to correct the United Kingdom balance of payments. Restrictions on 
imports into the United Kingdom as a whole would cause consumers in the 
surplus area, England, to purchase from the deficit area, Wales, goods 
which could no longer be procured from abroad. Similarly, a depreciation 
of the pound would cause outside goods to rise in price relatively to goods 
inside the United Kingdom, and England would buy more from Wales and 
less from outside countries and would sell more to outside countries and less 
to Wales. This also is a very far-reaching point. A European supra- 
national authority with extensive governmental powers would be needed to 
devise and administer a single programme of control over imports into the 
free-trade area from outside (we shall return to this problem at a later stage) 
and to decide upon any changes in the exchange-rate between all European 
currencies, on the one hand, and all outside currencies, on the other. 
Fifthly, if in the United Kingdom (in spite of the factors which we have 
just mentioned) some economic adjustment does bring concentrated de- 
pression in a single region (like South Wales in the 1930s), then the central 
government in London exists to take special measures to bring new invest- 
ment and enterprise to South Wales and to help to move labour out of 
South Wales. No such supranational authority exists to take such “‘ special- 
area’ action on the part of Western Europe as a whole for the promotion 
of economic development in, say, a particular region of Europe, like 
Southern Italy. 
The integration approach thus involves—in addition to the formation 
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of a common market for goods and for factors of production and the pro- 
vision of much greater international liquidity for European monetary 
authorities—a very extensive range of powers for what would amount to a 
single European government. Such a government would have to be able 
to control central-bank monetary policy and governmental budgetary 
policy throughout Europe, to determine a single European commercial and 
exchange-rate policy vis-a-vis third countries, and to carry out an effective 
special-area policy for depressed regions in Europe. 

This is in my opinion ultimately desirable; let us hope that it will prove 
ultimately practicable; but it is not a starter at the moment, and it would 
be a great shame to sacrifice the present real political possibilities of build- 
ing a commercial free-trade area to this ideal of simultaneous monetary 
and budgetary integration. 

Let us consider next the possibility of dealing with a deficit in a country’s 
balance of payments by imposing restrictions on imports from abroad or on 
payments to other countries. This direct-control approach is more desirable 
than sole reliance on the gold-standard approach, with its potential threat 
to full employment; and it is more practicable than the integration approach 
with its very far-reaching political implications. But in so far as it involves 
a deficit member of the European free-trade area restricting imports from 
another member of that area, it cuts deeply into the idea of a true free-trade 
area. Its interference with the free-trade principle is not to be measured 
merely by the amount of restriction of imports which actually exists at any 
one moment of time. ‘The mere knowledge that trade may be restricted in 
this way in the future will discourage the large-scale investments that may 
be necessary to build up localised specialised mass production for the whole 
European market. The mass production of motor cars in Detroit in the 
United States involves the investment of huge sums of capital in plant and 
equipment in Detroit, which is undertaken because the producer knows for 
certain that the whole United States market will always be freely open to 
him. 

If restrictions on trade between the members of a European free-trade 
area are to be avoided, it must, of course, be possible for traders to make 
payments for such purposes. ‘This does not in itself imply the absence of 
all exchange controls over the currencies of the countries concerned. Thus 
any one member country, say France, could maintain strict exchange con- 
trols; every Frenchman who wanted a foreign currency, -say, German 
marks, to purchase goods from Germany, might be required to obtain the 
currency from a central French exchange-control authority or its agent; 
and every Frenchman who acquired any foreign currency, say, German 
marks from the sale of French products to Germany, might be required to 
surrender the currency to the central French exchange-control authority or 
its agent in exchange for francs. All that is necessary to ensure the free 
entry of German products into France is that the French exchange-control 
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authority should in fact always grant a Frenchman’s request for foreign 
currency if he can show that it is required to finance the import of German 
products into France. 

But the problem is very different if it is intended that there should be 
freedom of capital movements between the member countries. Full free- 
dom of movement of capital funds from France to Germany, for example, 
means that the Frenchman must be free to buy German marks for all pur- 
poses, capital as well as current. But suppose that the German exchange 
control differs from the French, the French forbidding and the German 
allowing the movement of capital funds into dollars. If the Frenchman is 
free to lend to the German, and the German is then free to lend to the 
American, it does not require great ingenuity on the part of financiers (who 
are not conspicuously lacking in that quality) to devise means whereby in 
effect the Frenchman is lending his money to the American by way of a 
German intermediary. The control of the movement of capital from 
France to the United States will become much less effective if there is free- 
dom of movement of capital funds from France to Germany and the German 
mark is fully convertible. ‘To make one member’s control over exports of 
capital to countries outside the free-trade area effective, the exchange- 
control regulations of all the members must be harmonised, if freedom of 
capital movement within the free-trade area is to be maintained. This is a 
very difficult operation. If it should prove too difficult, then freedom of 
movement of capital funds cannot be allowed in Europe so long as some 
members are in heavy deficit and need to control the outflow of capital at 
least to the outside world, while others are in strong surplus and wish to 
make their currencies convertible into outside currencies. 

But let us return to the problem of trade controls. Is it possible for a 
member of the European free-trade area to deal with a deficit in its overall 
balance of payments by restricting imports from outside countries without 
restricting imports from the other members of the free-trade area? } 

The use by the members of the European free-trade area on balance-of- 
payments grounds of restrictions on imports from third countries can be 
organised in either of two ways which I will call the national and the supra- 
national methods respectively. By the national method I mean simply that 
each individual member of the free-trade area might restrict imports from 
outside countries into its own national market as an aid to the preservation 
of equilibrium in its own overall balance of payments. By the supra- 
national method I mean that the members of the free-trade area should set 
up some joint authority which would determine the total amount of outside 
goods which could be imported into the free-trade area as a whole, using this 
instrument to preserve equilibrium in the balance of payments of the area as 
a whole with the outside world. 


? I do not propose to consider on this occasion which, if any, of the systems of import control 
discussed below would require a special waiver under the General Agreement on Tariffs and Trade. 
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There can, I think, be little doubt that in the circumstances of the 
European free-trade area it is the national method which must be employed, 
at least until there is some further movement towards extensive European 
integration. There is great difficulty in the supranational method. Sup- 
pose that Germany is in overall surplus and France in overall deficit, but 
that France’s deficit is greater than Germany’s surplus and the area as a 
whole is in deficit. To get a single joint programme of control of imports 
into the area from outside agreement has got to be reached on at least three 
basic points. First, how severe should the total restrictions be? .Germany 
may want the problem solved mainly by deflation or depreciation by France 
with little common import restriction, and France may want it solved mainly 
by inflation or appreciation by Germany with much import restriction, 
With the supranational method this choice would have to be made by com- 
mon agreement. Second, given the degree of total restriction, which par- 
ticular imports should be restricted? France may want severe restrictions 
on the import of wheat which she produces, but not on chemicals which she 
does not produce; and Germany may want the opposite type of import 
programme. Thirdly, given the degree of restriction of each particular 
import, how many of the import licences should be given to German and 
how many to French importers? If we may draw any conclusions from 
the history of the Benelux economic union, we can safely conclude that the 
formation of a common programme of restriction of imports from third 
countries is one of the most difficult things to achieve even when there are 
only two trading partners to be considered. 

Let us then consider the case of a member of the European free-trade 
area which is in an overall balance-of-payments deficit and which is trying 
to deal with this by restricting imports from outside countries without 
restricting imports from the other members of the free-trade area. In these 
conditions too much reliance cannot be placed upon the weapon of import 
control. In any free-trade area comprising the main countries of Western 
Europe each individual member would in fact purchase a large proportion 
of its total imports from other members of the area. In 1955 the United 
Kingdom purchased 28%, Western Germany 51%, France 33%, Italy 
46 %, the Belgium—Luxembourg Economic Union 59% and the Netherlands 
59% of its imports from other countries of Western Europe. Import 
restrictions which were confined to imports from other sources would thus 
be limited in their scope. 

Moreover, the limitation of this weapon is rather iene than these 
crude figures suggest. For the imports of the typical Western European 
country from outside Europe consist very largely of raw materials and food- 
stuffs which are less easily dispensable than many manufactured goods which 
it imports from its Western European partners. 

There is a further reason why restrictions on imports from outside coun- 
tries imposed on what I have called the national as opposed to the supra- 
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national principle may in certain circumstances prove a rather weak 
weapon of control. Suppose that France restricts imports of United States 
products because she is in deficit, but that Germany does not do so because 
she is in surplus. Then if United States products can move freely from 
Germany to France, the French restrictions become very ineffective. In- 
deed, for the system to have any sense at all it must be open to France to 
restrict the import of United States produce whether it comes into France 
directly or via Germany. But even if this is done, French restrictions on 
some United States products (say, motor cars) may mean that more such 
cars are imported into Germany, thereby releasing for export to France 
some German cars which would have been wanted in the German market 
if Germany had also been restricting the import of United States cars. The 
national method will, because of such substitutabilities, be somewhat less 
effective a device for causing a net reduction in total imports than the supra- 
national method. France will have to rely rather more on disinflation or 
depreciation than would otherwise be the case, when France is in deficit 
and Germany in surplus. 

But when all the members of the free-trade area are simultaneously in 
overall deficit, when—that is to say—the free-trade area is in deficit because 
the outside world is in surplus with all the individual members, then the 
national method will work very effectively. If Germany is restricting the 
import of United States cars because she (Germany) is in overall deficit, 
then the restrictions which France is putting on the import of United States 
cars will not be offset by the increased import of German cars which are 
being replaced by United States cars in the German market. If and when 
developments in the outside world (and, of course, in particular in the 
United States) impose an almost universal strain on European balances of 
payments, then the national method will automatically regain its full 
effectiveness. I personally regard the fact that it will be rather an ineffective 
tool, except in circumstances such as these, as a strong recommendation 
of it. 

Because of the difficulties involved in operating the supranational 
method, even the six countries forming the full European customs union 
would probably have to operate their restrictions on imports from outside 
countries by the national method. They would then have to maintain a 
customs control at their common frontiers to prevent the products of outside 
countries from entering a member country with severe import restrictions 
indirectly via a member country with lax restrictions on the products of out- 
side countries. But the experience of Benelux suggests that, unless they are 
successful not only in imposing a single tariff of duties on imports from out- 
side countries, but also in unifying all domestic excise duties and turnover 
taxes and in removing all their domestic agricultural support policies, they 
will in any case have to maintain customs controls at their common frontier. 
But whatever the members of the full customs union may do, the United 
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Kingdom must employ the national method for her restrictions on imports 
from outside countries. She will wish as far as possible to avoid discriminat- 
ing against the products of Commonwealth countries, particularly if they 
are members of the sterling area; but if she joined in any common European 
supranational import-control plan, she might be forced to restrict imports 
from sterling-area-commonwealth countries, even though she had to admit 
similar European products without restriction. 

Incidentally, because of this special relationship both to Europe and to 
the sterling-area countries the United Kingdom will find restrictions on 
imports from outside countries a particularly weak weapon. In 1955 the 
United Kingdom purchased 28 % of her imports from Western Europe and 
38% from the Sterling Area, leaving only 34% from other sources for re- 
striction; and much of this 34% consists of basic materials and foodstuffs 
which it would be undesirable to restrict. 

There remains the exchange-rate approach to the problem. A simple process 
of elimination leads inevitably to the conclusion that if the European national 
governments are going to use monetary and budgetary policies for purposes 
of domestic stabilisation—if, for example, in their present situation of 
balance-of-payments surplus the German authorities are nevertheless going 
to use their monetary policy to prevent a domestic inflation—and if it is 
desired to avoid the use of quantitative import restrictions on trade within 
the free-trade area, a greater use of the weapon of exchange-rate variations 
will have to be made. Some re-alignment of exchange rates may be par- 
ticularly necessary during the initial stages of building the free-trade area. 
The removal of trade barriers of varying degrees of severity and the conse- 
quential development of import and export trades of varying degrees of 
expansibility may leave some members in deficit and others in surplus. The 
correction of this initial structural disturbance may require some exchange- 
rate adjustments quite apart from any need for exchange-rate variations to 
maintain equilibrium when once it has been achieved. Members of the 
free-trade area with a persistent surplus in their overall balance of payments 
will have to be ready to appreciate, and those with a persistent deficit will 
have to be ready to depreciate, the foreign-exchange values of their cur- 
rencies. 

This question is a difficult and controversial one, and it is not possible 
to discuss it at length in this lecture.1_ There are, of course, serious dis- 
advantages in variations of exchange-rates. There is the possibility that 
anti-social speculative movements of funds will be generated by the expecta- 
tion of depreciations. There is the danger that a depreciation by raising 
the price of imports and so the cost of living will itself cause a rise of wage- 
rates which, by making exports more costly, will give rise to yet a further 
depreciation. 


1 For my own views on the subject, see J. E. Meade, ‘‘ The Case for Variable Exchange Rates,” 
The Three Banks Review, September 1955. 
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These dangers will be much less if the European governments adopt 
effective domestic measures to prevent domestic inflations as well as to 
prevent domestic deflations. Speculation against a currency is most serious 
and dangerous when speculators think that a depreciation may set in motion 
the vicious inflationary spiral of higher import prices, higher wage-rates, 
higher money costs, more depreciation and so on without end. Exchange- 
rate variations are certainly not a substitute for sensible and effective 
domestic policies to prevent inflation; on the contrary, they can be expected 
to work only if they are accompanied by such domestic policies. 

The governments of all the countries of Western Europe are nowadays 
technically and politically in a position to control the total money demand 
within their countries by means of suitable budgetary and banking policies. 
What is much less certain is their ability to cope with inflation arising on the 
side of costs. If the institutions for the fixing of wage-rates are such that, so 
long as there is reasonably full employment, money wage-rates are pushed 
up more quickly than output per head, the European governments will be 
faced by an unhappy dilemma: through their control over banking and 
budgetary policies either they must allow an increase in the total money 
demand for goods and services which will provide employment for all 
workers at the higher money wage-rates (in which case prices will rise as 
rapidly as costs) or else they must restrict monetary demand so as to prevent 
domestic purchasers from offering higher prices for the country’s output (in 
which case higher money costs are likely to lead to unemployment). Only 
if suitable wage-fixing arrangements can be devised will the European 
governments be able to use their control over banking and budgetary 
policies in such a way as to combine full employment with sufficient stability 
of prices to reassure their own citizens and foreign holders of their money 
that it is not necessary perpetually to speculate against a further loss of 
value and depreciation of the national currency concerned. 

This problem of control of inflation from the cost side as well as the 
demand side is perhaps the most important economic issue which now faces 
the governments of Europe. In present circumstances it can be tackled only 
on a national basis, since trade unions are national organisations and wage- 
fixing methods and habits vary widely from country to country. There are 
sure to be some divergences in its treatment ; and differences in the annual per- 
centage rate of change of prices and costs in different European countries, 
though very moderate in amount, could give rise to serious balance-of-pay- 
ments problems as they accumulate at compound interest over a period of years. 
For this reason, if for no other, rates of exchange between the European 
currencies must be variable, if it is desired to avoid more or less permanent 
restrictions on imports from being used as the way of meeting a growing 
divergence in levels of prices and costs. 

But while exchange-rate variations are a necessary weapon in the 
armoury, it is of the utmost importance that they should not be revarded 
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merely as another name for exchange-rate depreciations. Strong currencies 
should be expected to go up as much as weak currencies to go down. In 
order to establish this principle, it is especially important to initiate the use 
of this weapon in Europe with the appreciation of a strong currency rather 
than with the depreciation of a weak currency. There should probably be 
some depreciation of the French franc; but first and foremost at this 
moment there should be a substantial appreciation of the German mark. 

I think that my attitude to exchange-rate variations is very much like 
Sir Winston Churchill’s attitude to democracy, which he once described as 
the worst of all possible forms of government except the others. And I am 
reminded, too, that Mr. E. M. Forster once wrote a book entitled Two 
Cheers for Democracy, so I ask you to join with me in giving one cheer for a 
depreciation of the French franc and two cheers for an appreciation of the 
German mark. 

I will conclude by outlining my own tentative conclusions on this difficult 
problem. 

Full employment is more important than free trade for Europe; and 
financial policies to prevent booms and slumps must for some time remain 
primarily the function of the European national governments. In order to 
ensure that they could not be forced to abandon their full-employment 
policies on balance-of-payments grounds they should for the time being be 
able to restrict imports even from their partners in the free-trade area, until 
experience has shown that alternative balance-of-payments arrangements 
can be made to work. But such restrictions are a serious derogation of the 
principle of European free trade; they should be used only as a very last 
resort; and their imposition and use should be subject to the close super- 
vision of an appropriate European authority. 

A workable positive arrangement which would enable full employment 
to be maintained without restrictions on intra-European trade could mean- 
while be worked out on the basis of three main principles. First, the 
European national governments must carry out effective domestic stabilisa- 
tion policies, the surplus countries putting the emphasis on the avoidance 
of deflation, and the deficit countries on the avoidance of inflation. Second, 
the foreign-exchange values of the currencies of countries in a persistent 
balance-of-payments surplus must be appreciated and of those in a per- 
sistent balance-of-payments deficit must be depreciated. Thirdly, greater 
foreign-exchange reserves must be extended to the deficit countries to tide 
over the process of readjustment. 

There are many ways of implementing these three general principles; 
but by way of illustration I will tentatively recommend one particular 
method. 

As I have said, domestic monetary stabilisation would remain essentially 
the concern of the national governments; but something can be done to 
encourage suitable national action by international discussion and co- 








aA wt tIlUDOlC<C RSC CUCU 


an 
fre 
ex 
ve 





i 


oe ee Re ed 











1957] THE BALANCE-OF-PAYMENTS PROBLEMS OF A FREE-TRADE AREA 395 


operation. Each member of the free-trade area should formally recognise 
that its partners had a legitimate interest in the successful stabilisation of its 
own domestic incomes, prices and costs, and, in particular, in the avoidance 
of deflations by surplus members and of inflations by deficit members. 
There should be some European institution like the Organisation for 
European Economic Co-operation at which the national governments 
would regularly consult each other about their domestic financial policies. 

Against a background of domestic stability the exchange rates of the 
national currencies of the members of the free-trade area should be allowed 
to float in a more or less free foreign-exchange market. This suggestion is 
liable to raise up a picture of wildly fluctuating European currencies, many 
of them losing their value completely. If reasonable domestic policies for 
domestic stabilisation are applied, nothing could be more absurd; and 
unless such policies can be applied, no sensible balance-of-payments policies 
for a true free-trade area can be devised. If reasonable domestic policies 
for domestic stabilisation are applied, there will still be some moderate 
external disturbances or some moderate divergences in price and cost levels 
requiring adjustment. ‘To meet these, exchange rates will float moderately 
upwards or downwards; and every encouragement should be given for the 
development of a free market in forward exchange, so that the moderate 
inconveniences and uncertainties for traders resulting from these moderate 
fluctuations in exchange-rates may be minimised. 

In such circumstances there should be no essential difficulty for the 
countries of continental Europe in allowing their exchange rates to float. 
There would be more difficulty in the case of sterling, which is a currency 
used extensively by traders in other countries, held in large amounts by 
residents in other countries, and backed by inadequate reserves. There are, 
therefore, much greater possibilities of speculation by non-resident holders 
against sterling than against other currencies. But this is a difference of 
degree rather than of kind. It means that it is more important for the 
United Kingdom to obtain greater reserves or a greater degree of inter- 
national liquidity by one means or another; and it means that it is especially 
important for the United Kingdom to devise an effective domestic policy 
for the avoidance of inflation from the cost as well as from the demand 
sides. In such conditions the pound could be confidently expected to float 
up as often as to float down; and there is no reason why in such circum- 
stances a floating pound should not continue to be used as an international 
currency. 

But what would be the use of a country’s international reserves of gold 
and foreign-exchange in such a system, in which its currency was allowed 
freely to find its own level in the foreign-exchange markets? The foreign- 
exchange markets, though in general free, might be subject to the inter- 
vention of the exchange equalisation account or similar authority of each 


member country, the authority selling some of its reserves of foreign-exchange 
No. 267.—voL. LXvi. EE 











396 THE ECONOMIC JOURNAL [SEPT. 1957 


for its own domestic currency to mitigate what it considered an unreasonable 
speculation against its currency, or vice versa. Cushioned in this way by the 
use of a country’s reserves, the necessary fluctuations in a country’s exchange 
rate could be taken at a very moderate speed. 

Such a system is, of course, open to misuse if the authority in one country 
attempts to manipulate the exchange rate between its currency and the 
currencies of its partners to obtain some commercial or other advantage 
which its balance-of-payments position does not really need. Partly to 
avoid this danger and partly to provide greater liquidity for European 
countries there might be instituted a European Monetary Fund into which 
each member would pay an amount of its own national currency. This 
fund would be under some form of independent “supranational ”’ manage- 
ment of a technical banking character; and its management would be 
empowered on its own initiative to buy and sell the currencies in the fund 
to ease the balance-of-payments adjustments of the members. ‘This fund 
would also provide a forum at which the policies of the fund itself and of the 
national exchange equalisation funds could be continuously discussed and 
integrated. To avoid speculation such integration would, of course, have 
to take the form of secret discussions between the central monetary authorities 
of the member countries. Such a system would be capable of almost 
indefinite development. As an integrated Europe became more and more 
of a reality, so the member States could pay greater and greater sums of 
their own currencies into the European Fund and could start also to pay 
into it part of their reserves of gold and dollars as well, until finally the 
supranational fund had superseded the national exchange equalisation 
funds. And as their domestic financial policies became more and more 
harmonised and integrated, so smaller and smaller fluctuations in exchange- 
rates need be permitted, until finally the conditions for what I have called 
the integration approach to the balance-of-payments problems have been 
fully met and exchange-rate variations can be abandoned. 

The proposals which I have just made are, of course, riddled with 
difficulties and imperfections. I put them forward only as a challenge to 
others to produce something which is simpler, but equally effective, for 
dealing with European balances of payments without preventing European 
free trade or destroying European full employment. 

J. E. MEADE 
London School of Economics. : 
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MONETARY POLICY AND THE CAPITAL MARKET, 
1955-56 } 


Tue impact of British monetary policy in 1955-56 on the banking 
system, including the money market, has been the subject of frequent 
discussion. The effect of the Government’s monetary measures on the 
capital market outside the banks and their consequences for company finance 
have received far less attention and can be considered most conveniently by 
taking the impact of monetary policy on the banking system as given. In 
order to isolate the financial repercussions of monetary policy it is also 
necessary to take a step that admittedly risks by-passing what may have 
been the crux of the Government’s problem: for the purpose of this analysis, 
that is to say, business expectations and investment plans must be taken as 
data. 

This one-sided approach makes it possible to concentrate on the question 
of how inflation was financed during this period in the face of a policy that 
succeeded in reducing bank deposits after the spring of 1955. Between 
February 1955 and the middle of 1956, by which time the inflation can be 
said roughiy to have come to a halt, bank deposits, as exemplified by the 
seasonally corrected index published by Lloyds Bank, fell by about 7%. 
Bank advances, on the other hand, did not decline until the Chancellor’s 
directive to the banks of July 1955, but then fell by 10% over the following 
year. How, then, was the excess of realised investment over planned saving 
financed in this period, in which there was a reduction in the total stock 
ofmoney? ‘The answer is, of course, that relatively idle cash balances were 
drawn on to finance expenditure in excess of current saving, and the velocity 
of circulation increased; the ratio of gross domestic expenditure at market 
prices to total clearing bank deposits rose from 2-73 in 1954 to 2-97 in 1955 
and 3-12 in 1956. The financial weakness of the restrictive monetary 
policy of 1955-56 can therefore be expressed as the ability of spenders to 
make use of cash balances already in their own hands or made available 
through one of the many channels that traverse the capital market in its 
widest sense. The provision of finance to insistent spenders is, however, the 
very function of the capital market, and it should not give cause for surprise 
ifin buoyant business conditions idle money is tempted out of perhaps over- 
abundant hoards. Nevertheless, the disinflationary object of monetary 
policy was to block some of these cash flows, either on the side of demand or 
of supply, and it is with the latter that this review is concerned. 

Cash balances were supplied from within the business sector itself and 
from outside, from the personal sector of the economy. One important 
difficulty in using recorded changes in cash balances in the various sectors of 


1 Based on a paper read to the Marshall Society, Cambridge, February 14, 1957. 
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the economy to illustrate the finance of inflation, however, lies in the nature 
of the concept of the latter. What is required is an illustration of the use 
of cash balances in the ex ante sense; what is available from published data 
is only the ex post change, which for the community as a whole is identical 
with the change in the total quantity of money, but which may differ 
considerably from the ex ante change in the case of any particular sector, 
This presents less of an obstacle to the interpretation of company finance 
than to the understanding of the deployment of cash balances in the personal 
sector. Ifcompanies as a whole were forced to run down their cash balances 
in 1955 to finance the excess of their investment over current saving plus the 
proceeds of new capital issues, part of this movement of cash will have 
resulted in transfers to the personal sector; indeed, published statistics do 
show that persons increased their liquid asset holdings in 1955. But this 
ex post change is still consistent with the argument that idle balances were 
drawn on by persons to finance investment by companies, for cash will have 
been returned to persons in the form of wages, salaries and dividends paid 
during the year. Within the personal sector cash balances will have been 
redistributed in the process, but on this aspect the published statistics have 
little to say, so that inference has to some extent to stand in for statistical 
observation. 


Company LiguipITy AND THE REsTRICTION OF BANK ADVANCES 


The annual balance sheets of public companies that are tabulated 
quarterly by The Economist provide a valuable source of information on 
company finance. Excluding oil, rubber, tea and a miscellaneous category 
consisting of financial and other non-manufacturing concerns, the gross 
income reported by roughly 1,700 accounts published in 1956 represented 
nearly half the figure recorded for the company sector by the preliminary 
national-income accounts for that year, if a rough deduction is made for 
insurance, banking and finance. The Economist’s sample is thus a useful 
guide to public-company finance in manufacturing, building and distri- 
bution. 

The Economist’s figures, like those in the national-income accounts, show 
that companies were in a comfortably liquid position at the end of 1954. 
Retained earnings had been increasing since the 1951-52 recession, and 
since then had been in excess of gross investment. In 1954 liquid resources 
were supplemented by a perhaps precautionary increase in new capital 
issues, which rose by proportionately more than net investment. New 
issues by companies increased from £92 million in 1953 to £186 million in 
1954, against a rise in net investment by the company sector as a whole 
from £307 million to £456 million.? 


1 Midland Bank series, relating to ‘‘ new money ” raised by public quoted companies only. 
2 National Income Blue Book 1956. 
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As a result, gross liquid assets at the end of 1954 recorded in The Eco- 
nomist’s sample of balance sheets, in the form of cash and gilt-edged securities, 
appear to have been well in excess of the gross investment carried out in 
1954, if the 1,015 accounts published in the first half of 1955 can be accepted 
as a rough indication of trading in the calendar year 1954. Only a crude 
estimate of gross investment can be made from The Economist’s tabulation, 
since no accurate adjustment is possible for the revaluation of assets carried 
out in these company accounts; but the balance sheets of these companies, 
as Table I indicates, show an increase in the book value of stocks and fixed 
assets, adding back depreciation, of £728 million, compared with an end- 
year figure of £893 million for cash and gilt-edged securities. Even if the 
possibility of window dressing in regard to the latter is admitted, it would 
appear that this group of companies, as a group, was in a position to finance 
a sizeable increase in investment in 1955 out of its own liquid resources, as 
long as net profits were maintained. 


TaBLe I 
Gross Investment in 1954 and Gross Liquid Assets at End-1954 





1,015 accounts pub- 
lished Ist half 1955,* 

















£ million 
Increase in book value of fixed assets. , : Ne 324 
Depreciation ‘ ‘ ‘ j . ; ‘ : 187 
Gross fixed investment (approx.) . : : ; ol 511 
Increase in book value of stocks t . A ; a4 217 
Gross INVESTMENT (approx.) ; : : ; 728 
Cash : ‘ ; ; . ‘ ‘ - a 746 
Gilt-edged securities. ; ; : : ; ol 147 
Gross Liguip AssETs . ; . ; ; : 893 





* Excluding oil, rubber, tea, canals and docks, entertainment, finance and land, hotels and 
restaurants and warehousing. 
t Includes stock appreciation. 


In July 1955 the Chancellor instructed the banks to make a “ positive 
and significant ’’ reduction in their advances. This seems to have been 
interpreted as calling for a cut in total overdrafts to the private sector of 
about 10%, but the company accounts tabulated by The Economist make it 
clear that such a reduction would have been mild if it had indeed been 
applied to companies. For another reflection of the ample liquidity of the 
company sector was the smallness of outstanding overdrafts compared with 
gross liquid assets when the ‘‘ squeeze”’ began. The 707 accounts pub- 
lished in the second half of 1955, with an average balance-sheet date not 
far from the middle of the year, recorded cash and gilt-edged securities that 
together were nearly four times the size of outstanding advances. 
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It is true that this end-year comparison may overstate the size of liquid 
assets in relation to advances that a company would hold at some other 
time during its trading year, for many companies choose their balance- 
sheet dates to coincide with a period when their stocks are seasonally low 
and net liquid assets correspondingly high.1 But overall the degree of 


Taste II 
, Gross Liquid Assets and Bank Advances at Mid-1955 





| 707 accounts pub- 
| lished 2nd half 1955,* 











£ million. 
Cash. ‘ ' ; : : ‘ ; Hf 353 
Gilt-edged securities . ; . P ; : a 58 
Gross Liguip AssETs : ; . ; é | 411 
BANK OVERDRAFTS AND LOANS . ; ; a 107 


* Excluding oil, rubber, tea, canals and docks, entertainment, finance and land, hotels and 
restaurants and warehousing. 





variation is not likely to be sufficient to destroy the conclusion that a 10% 
reduction in advances could have been paid off by a proportionately much 
smaller decrease in gross liquid assets. 

In fact, the subsequent accounts of these 707 companies, published in 
the second half of 1956, show that, far from a reduction being made in 
their bank advances, a further expansion in bank accommodation of about 
one-quarter was secured in 1955-56. The clearing-bank statements, on 
the other hand, record a decrease of 10% between June 1955 and June 1956. 
One explanation of this contrast is that the reduction in advances was 
concentrated on certain sections of the banks’ customers, on the nationalised 
industries, hire-purchase finance companies, service trades (retailing, etc.) 
and on “ personal and professional borrowers.” If the quarterly analysis 
of bank advances published by the British Bankers Association is examined, 
on the other hand, it will be found that in the categories of manufacturing, 
shipping and shipbuilding and “unclassifiable industry and trade,” ad- 
vances rose by 6% over the year to May 1956. While this change is in the 
same direction as that recorded in The Economist’s balance sheets, it is still 
much less than the increase of 26% calculated for a broadly similar industrial 
distribution for reports published in the second half of 1956. 

The obvious inference that the banks were deliberately more generous 
in the provision of credit to their larger customers because of their bargaining 
power is not necessarily the correct explanation for the large increase in bank 
overdrafts enjoyed by the concerns comprising The Economist’s series. The 


1 I am indebted to Dr. R. F. Henderson for this observation. 
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company reports published in the second half of 1956 and tabulated by The 
Economist constitute a very small sample against the aggregate of bank 
advances, accounting for less than one-tenth of the total of all advances 
outstanding in these categories; although the hypothesis that the larger 
companies secured more favourable treatment is not entirely dispelled if 
the whole year’s batch of Economist accounts is examined. Part of the 
explanation is that the banks were officially enjoined to be less restrictive 
in granting overdrafts to “ essential ’’ industries, such as the export and 
capital-goods trades; and these contain a higher than average proportion 
of large public companies. In the third quarter’s published accounts, for 
example, electrical manufacturing firms obtained one-half of the total 
increase in bank advances recorded by The Economist, and in the fourth 
quarter’s reports nearly the same proportion of the rise went to iron and 
steel. 

Companies possessing ample liquidity in 1955, of course, were not 
necessarily those intending to use it immediately for capital expenditure, 
and it is not possible to use The Economist’s summary to relate liquidity to 
investment by individual companies. Neither can the flow of funds be- 
tween companies be traced in detail. But The Economist’s figures support 
the conclusion that the ample liquidity possessed by many companies, 
together with an increase in bank advances to the larger concerns and a rise 
in new capital issues, enabled them to finance the excess of their own 
investment over their own current saving and also to provide credit for those 
firms less comfortably situated. 

The evidence for this is to be found in the large increase in trade credit 
recorded in The Economist’s accounts. The 707 balance sheets published in 
the second half of 1956 report a rise in trade debtors ! of 10%, a figure that 
must have been well in excess of the rise in the value of business turnover 
between the middle of 1955 and the middle of 1956, during which time 
industrial production was stagnant. Trade credit is a feature of post-war 
company finance that has received insufficient study. The Economist’s 
tabulations show that it has expanded far more rapidly than bank over- 
drafts since 1948, having more than doubled in the eight years to 1956. In 
the 1,700 accounts tabulated for 1956 total debtors outstanding amounted to 
nearly five times as much as bank overdrafts and loans—£2,073 million as 
against £428 million. The continued spread of trade credit in 1955-56 
must have enabled those businesses that were short of cash, including those 
whose bank advances were reduced, to draw instead on the more abundant 
resources of other firms, including those whose favoured status secured for 
them a further increase in bank credit or permission from the Capital Issues 
Committee to raise capital in the new-issue market. 

The Blue Book on National Income? records that in 1955 companies 


1 The Economist does not separate creditors from other current liabilities for this period. 
* National Income and Expenditure 1956, Table 45. 
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were able to finance their domestic investment and add to their financial 
and overseas assets to the extent of £219 million, compared with an increase 

i of £489 million in 1954. The Economist’s accounts, on the other hand, show 
that the companies covered were forced to run down their gross liquid assets 
and increase their advances, so that the decrease in net liquid assets was 
substantial. Because the Blue Book is obliged to combine overseas invest- 
ment in physical assets by British companies with the change in their finan- 
cial assets the two calculations are not necessarily inconsistent. 


Taste III 
Liquid Assets 1955-56 





707 accounts published 


984 accounts published 
2nd half 


Ist half 





% 1955, £ | 1956, £| o 


1955, £ | 1956, £ 











| 
| | 
| million. | million. | change. | million. million. | change, 

: Cash . | 676 | 641 | o% 353 | 300 | —15 

Gilt-edged securities | 124 | 152 | +423 58 | 55 | —5 

Gross Liguin Assets iw | ~—800 793 —=t 1 “a | 6 | on 

Less Bank overdrafts and loans . | 255 296 | +16 | a | t& tf 43 

: Ner Ligu Assers. .| 545 | 497 | —9 | 304 | 223 | -27 
} 





As Table III indicates, and the inspection of the individual industrial 
categories of The Economist’s compilation confirms, where companies were 
obliged to run down their liquid assets the brunt of the reduction was borne 
by their cash and not by their gilt-edged portfolios. Because their cash 
holdings (which include Tax Reserve Certificates), at the beginning of 
1955 were several times the size of their gilt-edged securities the weakness of 
the gilt-edged market in 1955 could have constituted no great obstacle to 
companies wishing to utilise their liquid assets. 


THe NEw-IssuE MARKET 


Although companies possessed liquid assets at the beginning of 1955 
. that were high in relation to their previous level of investment, the increase 
in investment in 1955, continued in 1956, was so substantial in money terms 
as to necessitate a further rise in new capital issues; according to the 1956 
National Income Blue Book the increase in gross investment by companies 
in 1955 was 38%. But most growing firms who come to the new-issue 
market raise amounts in excess of their immediate needs because of the 
economy in expenses of large issues, and part of the excess must have gone 
to swell the pool of trade credit. 


1 National Income and Expenditure 1956, Table 45. 
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Although interest rates rose from the beginning of 1955, the expansion of 
new-issue finance during the first half of the year was facilitated by the 
boom in Ordinary Share prices which had begun in the previous year. 
According to Moody’s Investment Service, the average market price of a 
sample of sixty ordinary shares increased by 12% between December 1954 
and the peak month of July 1955, after a rise of 17% in the previous six 








Taste IV 
New Capital Issues 1953-56 * 
£ million 

| Home issues. | | | 

| —_——__—_—— —| Tora | Overseas Tora. 

| Public indi | issues. | Issues. 

| bodies. , | | | 
1953 | 246 . |; ot 2) SS 
1954 | 225 186 410 61 471 
1955 306 219 | 525 | 42 567 
1956 | 54 211 | 265 31 296 

| | 











* Midland Bank’s Series. The figures omit issues by the United Kingdom Government and 
exclude sales of securities which do not add to the resources of the company whose securities are 
offered. 


months. The cost of Ordinary Share issues, in the form of the earnings 
yield that had to be offered to investors, remained broadly stable over the 
year, both reported equity earnings and equity prices increasing by almost 
30%. The equity boom not only held down the cost of new issue finance in 
the face of rising interest rates but may also have strengthened optimism in 
company board rooms (as well as fed the demand for consumer goods out of 
capital gains realised by the sale of Ordinary Shares to investors utilising 
previously idle balances). The rise in Ordinary Shares prices was thus a 
feature of no little importance; and traditional monetary analysis, with its 
emphasis on interest rates on bills and bonds, would not have much relevance 
to the finance of investment in this period. 

The fall in Ordinary Share prices that began in July 1955 owed much to 
the deterioration in the general economic situation and to the introduction 
of further official measures to check inflation. But it was greatly strength- 
ened by the Chancellor’s request for a reduction in bank advances, for the 
sharpness of the fall was accentuated by the fear that individuals would 
have to sell equities to repay their overdrafts; this aspect was the subject 
of much attention in the financial Press. The results of a sample survey 
conducted by the Oxford University Institute of Statistics! indicate that 
sales of securities did in fact take place on some scale in 1955-56. In so 


1L. R. Klein, K. H. Straw, Peter Vandome, “‘ Savings and Finances of the Upper Income 
Classes,” Bulletin of the Oxford University Institute of Statistics, November 1956. 
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far as the sharp decline in Ordinary Share prices made new-issue finance 
more difficult, reduced consumption because of capital losses and generally 
checked entrepreneurial optimism, the reduction in bank advances to 
persons ! can be said to have had important disinflationary consequences for 
business investment. 

In fact, however, Ordinary Share issues made in the second half of 1955 
amounted to more than those floated in the first half of the year, despite the 
more difficult conditions of the market. Companies which had already 
commenced arrangements with the issue houses went ahead with their plans, 
and those concerns that could shelve plans not as far advanced were replaced 
by those eagerly waiting to join the new-issue queue and those influenced 
by the Chancellor’s directive to the banks. The maintenance of a high 
level of new issues by companies was the natural reflection of a situation in 
which a long queue existed for capital goods and in which it would have 
required an exceedingly sharp cut in investment plans to have produced any 
early reduction in the actual level of investment.?, This was not, in any 
case, the Government’s avowed intention. 


TABLE V 
Types of Securities Issued by Companies * 








Loan | Preference Ordinary 

capital, %. shares, %. capital, %. 
1953 50 | 8 42 
1954 50 14 36 
1955 27 8 65 
1956 34 | 1 65 











* Based on Midland Bank’s series, and including issues by overseas companies but not those by 
railway, gas and water undertakings. 


The decline in Ordinary Share prices continued in 1956, and by June 
amounted to 15%. Table V shows the effect of the increase in the tax on 
distributed profits in the April 1956 Budget in leading to a further replace- 
ment of Preference Shares by Debenture issues, but would appear to indicate 
that the share of Ordinary Share issues was unchanged. In the latter 
respect the scope of the Midland Bank’s statistics makes the course of these 
figures a little misleading, for they exclude the £40 million convertible 
Debenture issue made by I.C.I. in December 1956, on which no call fell due 
until 1957. They also exclude private placings, which are generally loan 
stocks and in which there was thought to be some increase towards the end 


1 The quarterly analysis of bank advances published by the British Bankers Association shows a 
fall in advances in the “‘ personal and professional ” category from £401 million in May 1955 to 
£364 million in November 1955 and £315 million in November 1956. 

2 See R. F. Harrod, ‘‘ The British Boom, 1954-55,” Economic JourNAL, March 1956. 
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of 1955. If these omissions could be made good in Table V a shift in 
emphasis from Ordinary Shares towards Debenture and other loan-stock 
issues would be apparent. 

Since the local authorities were also being pushed into the open market 
from the autumn of 1955 and gilt-edged prices were also tending to fall, the 
rate of interest that had to be paid even on first-class Debentures rose quite 
substantially. The yield on Debentures included in the Actuaries’ Invest- 
ment Index increased from 4-4% in December 1954 to 4-9% in June 1955, 
5-4% in December 1955 and 5-7 % in June 1956, reaching its peak after the 
second Suez crisis. But Debentures will always find a warm reception in 
institutional investment portfolios when interest rates are high, and some 
institutional investors seem to have sold government securities to take up 
the increasing supply of these industrial stocks.1_ The result was that gilt- 
edged prices were further depressed but that the fall in Debenture prices 
was cushioned, so that Debenture yields actually rose by less than the yield 
on irredeemable government securities in the first half of 1956. 








TaBie VI 
Yields on Industrial Debentures and 24% Consols 
on 24 Consols, Ratio, %. 
/0* oO 
December 1954 ‘ ‘ . 4-44 3-76 1-18 
June 1955 : . ‘ , 4-94 4-15 1-19 
December 1955 ‘ ‘ ‘ 5-36 4-39 1-22 
June 1956 ‘ ; : . 5-66 4-74 . 














Source: Actuaries’ Investment Index. 


Although over much of this period it was apparent to institutional 
investors that interest rates might continue to rise in the immediate future, 
they were eager to take up the increased supply for two reasons. First, 
because of the conveniently large size in which new issues were available ; it 
is usually difficult to obtain “‘ old” Debentures in large blocks. Secondly, 
current yields seemed sufficiently in excess of those expected in a year or 
two’s time to justify their purchase on what might be immediately dis- 
advantageous terms. On the other side of the market, companies had little 
reluctance in accepting the preference of the capital market for loan rather 
than equity capital in 1956.. As a result of high money profits and con- 
servative dividend policies since the war, the capital structure of most com- 
panies contains only a very small debt element, unlike the position after the 


1 In his annual speech to the shareholders in May 1956 the chairman of the Prudential Assur- 
ance Co. Ltd. said, for example “‘ For the first time since the war opportunities to invest in first- 
class industrial securities, mortgages and properties exceeded the amount of our accruing funds, 
and because of this we have made some reduction in our holdings of gilt-edged investments.” 
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boom that followed the First World War, when many companies were 
exposed to loan-capital interest that was high in relation to netincome. The 
Economist’s tabulations show that in 1955 net Debenture interest was equal 
to only 4% of net profits after tax and Preference dividends only a further 
4%. This is a very low rate of gearing. 

The experience of this period makes it clear that the new-issue market 
is far less vulnerable to the shock of monetary policy than it was, for example, 
in the 1920s. The quality of the new-issue institutions and of the issues 
themselves, together with the deep-rooted demand by institutional investors 
for new issues as a supply of securities in conveniently large blocks, has made 
the market much less prone to the fit of ‘‘ indigestion ’? which traditional 
monetary analysis has sometimes postulated as the impact of a tight monetary 
policy. The importance of the support provided by insurance companies 
and pension funds to the new-issue market can be gauged by the fact that 
the annual increase in life-assurance and pension funds is now of the order 
of £500 million, representing about 115 per cent of the 1954—56 level of new 
issues, excluding those by the central Government. In 1938 this proportion 
was only about one-half, in 1927 only one-fifth and in 1913 a mere 7 or 
8%. With the growth of these institutional investors the practice of 
private placings has spread, strengthening the resistance of the market toa 
sudden weakening of confidence on the part of the ordinary individual 
investor. At moments of acute strain a small rise in underwriting com- 
missions, as during the Suez crisis, is sufficient to keep the market in public 
issues in full operation. 


THE Suppty or Funps Out or PERSONAL CAsH BALANCES 


The personal sector must be divided broadly into two parts: into the 
‘* institutional’ persons—insurance companies, pension funds, trades 
unions, etc.—and ordinary “ individuals.”” By and large, the institutions 
cannot be described as having run down their cash balances to any signi- 
ficant extent. The requirements of their financial commitments and the 
conservative nature of their management make these institutions reluctant 
to build up large cash balances for the acquisition of securities when the time 
is ripe. In the case of life-assurance companies, for example, cash balances 
amounted to only 2% of total assets at the end of 1954, and even this pro- 
portion was swollen by the inclusion of balances held on account of short- 
term non-life liabilities and business overseas. The cash balances of the 
institutions, or to be more precise, any excess over normal working require- 
ments, are not large enough to make much of an impression on the finance of 
inflation; those held by the life-assurance companies at the end of 1954 
amounted to only £88 million, while private pension funds probably held a 
similar figure. Indeed, life-assurance companies and pension funds can be 
roughly described as having an “ illiquidity preference,”’ and if all our saving 
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were channelled through such bodies the absence of hoarding would bring 
us close to a classical monetary system. 

It is to the cash balance of individuals to whom we must look for the 
second source of finance of inflation in 1955-56. The Annual Abstract of 
Statistics 1937-1947 + records a figure of £1,692 million for net personal non- 
business bank deposits at the end of 1947, and the 1956 National Income Blue 
Book * estimates personal deposits to have increased by £212 million by the 
end of 1954. This means that bank deposits owned by persons at this date 
were in the region of £1,900 million, and the Inland Revenue statistics of 
deceased estates confirm the observation that the bulk of personal deposits 
are held by the comparatively rich. In estates of between £2,000 and 
£10,000 something like 20% of net assets appears to be held in cash. This 
proportion falls as we ascend the scale, and in the £100,000-300,000 group 
bank deposits average only 8-9% of net assets, but even this would mean 
cash holdings of between £8,000 and £27,000. ‘The various analyses made 
in the post-war years of the distribution of property * enable us to guess that 
something like £1,500 million of net bank deposits are held by people with 
net property in excess of £10,000, an average of approximately £3,000 per 
estate. Admittedly the use of estate-duty statistics may exaggerate the cash 
holdings of wealthy individuals of less advanced age, and some part of these 
cash balances is probably held on business account; but we should not go 
far wrong in using these figures. The significance of this estimate of £1,500 
million for bank deposits held by people with net estates of £10,000 and over 
is easily appreciated by comparing it with the £1,100 million held by the 
1,700 Economist companies in 1955. 

Whether these personal deposits should be described as “‘ transactions ”’ 
or “‘ precautionary ”’ balances, or whether they are held because the high 
taxation of investment income renders the net yield foregone of negligible 
marginal utility to people already possessing large net incomes, and perhaps 
consuming more, is a matter for conjecture. The point is that they are in 
the hands of people who are acquainted with stock-exchange investments 
and to whom the possibility of untaxed capital gains is of particular im- 
portance. It is this consideration that justifies calling these deposits, at the 
margin, ‘‘ speculative ” balances in the Keynesian sense. 

There is no direct statistical evidence of the way in which these cash 
balances were used in 1955-56. But the very existence of the equity boom 
implies that idle balances in the personal sector were drawn on to purchase 
Ordinary Shares in 1954 and the first half of 1955, helping to finance the 
increase in new equity issues and investment by small companies whose 
owners had marketable shares to sell. However, the volume of new Ordinary 


1 London: Her Majesty’s Stationery Office. 

* National Income and Expenditure 1956, Table 27. 

* See A. M. Cartter, “‘ A New Method of Relating British Capital Ownership and Estate Duty 
Liability to Income Groups,” Economica, August 1953. 
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Shares available for purchase by these wealthy individuals is small in relation 
to their total cash balances, and the main effect of the strong demand for 
** Ordinary Shares in this period was to drive up share prices and redistribute 
cash balances between the “ bulls ’’ and the “ bears” within the personal 
sector itself; both sets of consequences must be considered together. The 
experience of this period confirms the view that it is not the rate of interest 
on bonds that is important to the role of “ speculative ’’ balances in trade- 
cycle theory but the much greater possibility of capital gain or loss on 
Ordinary Shares. ; 
Nevertheless, one aspect of the interest-sensitivity of personal cash 
balances is worth consideration. Whereas the effect of company taxation is 
to reduce the interest-elasticity of demand for funds to be used for business 
investment, when the change in the rate of interest is expressed gross, the 
result of high personal taxation is greatly to increase the interest-elasticity of 
the supply of funds from personal cash balances. This is because a given 
change in the capital value of a security represents a greater variation in its 
grossed-up equivalent, the higher the rate of tax on income. The increase 
in the level of taxation on company and personal incomes has thus altered 
the operation of monetary policy on both sides of the equation; on the 
supply side the important point is, of course, not the actual change in 
. interest rates but the expectation of future changes. The effect of a high 
rate of income tax is generally to amplify the fluctuations in security prices, 
but in the autumn of 1955 and especially in the spring of 1956, after the 
increase in Bank rate, one result of tax was to make the grossed-up redemp- 
tion yields } available on short-dated bonds very attractive to surtax payers, 
since short bond prices were below par. To a man paying 12s. 6d. in the 
pound on his marginal investment income, for example, a five-year Govern- 
ment bond (e.g., 2% Exchequer bonds 1960) provided a grossed-up yield to 
redemption of over 7°% in November 1955 and an even higher return, over 
8%, in March 1956. Ignoring tax, the yield on these bonds at these dates 
was only 4-5 and 4-9% respectively, the difference being due to the grossing 
up at surtax rates of potential capital appreciation to maturity. Because of 
the nearness of the redemption date, short bonds are relatively immune to 
capital depreciation, and the high yield obtainable was sufficient to com- 
pensate for any risk of a further but probably short-lived increase in Bank 
rate. Short bonds thus became considerably more attractive to surtax 
payers than bank deposits, and the result was that in the spring of 1956 the 
use by surtax-payers of cash balances to purchase short bonds was one of the 
factors causing the prices of these to rise at a time when longer-term Govern- 
ment security prices were still falling. This had some practical importance 
in making it easier for the local authorities to raise money on short-term 
mortgages. 


1 That is, the grossed-up equivalent of net interest together with the capital appreciation to 
redemption. 
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LocaL AUTHORITIES AND THE CAPITAL MARKET 


In October 1955 the local authorities were obliged to turn for a large 
part of their borrowing from the Public Works Loans Board to the open 
market, a step which held out some promise of checking expenditure in this 
field. ‘The local authorities, particularly the smaller ones, are averse to 
paying high rates of interest on long-term loans. In three respects they 
differ in this matter from companies. First, they receive no tax relief on 
interest charges. Secondly, they find it politically uncomfortable to pass 
on an increase in interest charges by way of higher rates; although on this 
particular occasion the change in rating valuations, which transferred part 
of the rate burden to shopkeepers and raised residential rateable values, 
allowed local authorities more room for manceuvres. Thirdly, the smaller 
authorities are concerned with their financial prestige, because, unlike the 
growing company, they have no clear way of publicising an improvement in 
their borrowing status. Their willingness to pay a high long-term rate of 
interest in 1955-56 might have “ branded ”’ them as inferior borrowers and 
damaged their individual borrowing status in the future. Normally this 
may not be an important practical consideration, but it must be remem- 
bered that many local authorities were going to the open market for the 
first time since the War. 

In the year following this change in practice the local authorities raised 
about £33 million in loans of more than one year’s maturity, excluding 
mortgages, compared with only £5 million in the previous twelve months. 
The interesting feature of the financial problem facing the local authorities 
at a time of high interest rates is that in these conditions they do not like 
borrowing “‘ long,’ whereas certain types of institutional investors to whom 
they normally look to subscribe to their loans, such as insurance companies 
and pension funds, will not lend “‘ short” at interest rates that are not 
greatly in excess of those available on long-term investments. This opposi- 
tion of interests might be expected to depress the volume of local-authority 
borrowing, since the authorities are by and large unwilling to pay the 
extremely high yields that these lending institutions demand on short-term 
loans when they have the alternative possibility of investing “long” at 
high rates of interest. However, partly as the result of the effect of surtax 
in making the rise in interest rates on short-term bonds particularly attrac- 
tive in 1956 to the wealthy personal investor, and thus in keeping down rates 
of interest on short-term bonds in general, the local authorities were success- 
ful in raising a great deal of money in the form of short-term mortgages by 
offering only a small premium over gilt-edged rates. 

The local authorities were therefore to some extent protected against the 
rise in long-term rates of interest. A borrower will be willing to pay 4% 
more on a five-year loan than on a thirty-year loan if he is strongly of the 
opinion that in five years’ time he will be able to extend his borrowing on 
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terms cheaper than those initially prevailing;1 and at no time during this 
period was the extra cost of borrowing “‘ short”? more than of this order, 
This favourable situation for short-term borrowing was only partly due to 
the support given to the short-term bond market by surtax payers, to whom 
these bonds became more attractive than bank deposits. It can also be 
regarded as an inevitable feature of a market in which the interest rates 
charged on other important forms of short-term borrowing—bank deposits 
and bank advances—are prevented by agreement between the banks from 
rising to an equilibrium level, for the whole structure of short-term yields 
is held down in boom conditions by the policy of the banks, with the approval 
of the authorities. 

Estimates made public by the Chancellor and the Financial Secretary to 
the Treasury indicate that roughly £150 million was raised on mortgages 
by local authorities by the middle of 1956. A large part of this will have 
been relatively short-term loans of under ten years, at rates of between 53 
and 64%, compared with the 5}-6% payable on long-term mortgages. 

In addition, the local authorities were able to escape part of the burden 
of high long-term interest charges by raising even larger sums in the form of 
short-term money on deposit. In the words of The Economist:? “‘ Institu- 
tional money, temporary liquid surpluses of industrial companies, some 

- bank money, quite substantial temporary deposits of foreign funds and 
much of the temporary surpluses of the local authorities themselves go into 
this volatile market.”” Here rates generally ran only a little above the 
Treasury bill rate for deposits of seven-day notice. In order to reduce still 
further the need to borrow on long-term loans, the local authorities were 
willing to pay higher rates on deposits made by the ordinary public, obtained 
by advertisements in the local newspapers, at rates of 6° and above; these 
were generally for three or six months. As a result of these alternative 
sources of finance, Exchequer loans to the local authorities were substantially 
reduced—from £282 million in the period April—December 1955 to £82 
million in the corresponding period of 1956. To this extent the Govern- 
ment’s policy was of assistance in reducing the overall Exchequer deficit 
and thus in keeping down the level of the banks’ liquid assets. But it may 
not be very wide of the mark to suggest that the arrival of the local authorities 
in the open market may have had something to do with the departure of the 
nationalised industries, which were obliged to resort first to bank finance 
and subsequently to loans direct from the Exchequer. Thus the reluctance 
of the authorities to countenance the higher interest rates that would have 
been the consequence of both the local authorities and the nationalised 
industries having to resort to the open market diminished the Treasury's 


1 If a borrower can choose between a thirty-year loan at 54% and a five-year loan at 6% he 
will prefer the latter if he believes that in five years’ time he can renew his loan at a rate of interest 
only 0-2% lower than that ruling initially. 

2 The Economist, September 1, 1956. 
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; ability to reduce bank liquidity in this as well as in other ways during this 
; period. 
y BUILDING-SOCIETY FINANCE 
‘ This presents another situation where the demand for funds in 1955-56 
‘ was less interest-elastic than their supply, but one in which the volume of 
, lending was kept down as a matter of deliberate building-society policy. In 
‘ 1954 the fall in interest rates outside the movement—in the bank deposit 
: rate, the Treasury bill rate and yields on Government bonds—caused a large 
inflow of funds into the building societies, so that a further substantial in- 
crease in mortgages for private house-building could be financed. Despite 
the latter, however, building societies were able to raise their liquid assets to 
. 149% of total assets at the end of 1954, against 14-2% at the end of 1953 
‘ and 13-7°% at the end of 1952. New mortgage advances were running at 
- particularly high levels towards the end of 1954. With the rise in Bank 
i rate in February 1955 and the increase in the rates available on Treasury 
bills and Tax Reserve Certificates, this comfortable liquid state of the move- 
; ment suddenly evaporated. The net inflow of funds fell sharply, and 
) 
TaB.e VII 
e 
Building Socteties—Receipts and Withdrawals * 
d § 
‘0 £ million 
: | Shares and Deposits. | Mortgages. 
re | Net | Repay 
‘- ‘a ‘ payments | , 
d | Received. | Withdrawn. | inflow. | and interest. | Advances, 
se 1954: Ist quarter. ss | 48 40 53 71 
e — % ‘ 90 47 43 60 84 
_ «s. « , 94 50 44 62 93 
ly ee ae ty 97 51 46 68 96 
9 aa 98 59 39 61 83 
Pe 82 60 22 67 101 
n- _— F 108 73 35 68 94 
it ae ‘ 104 67 37 72 80 
. a sls 99 76 23 66 75 
1) as ; 86 72 14 67 77 
ee 97 73 24 | 69 70 
sd et. «6 - os 93 65 28 ~ 73 
1¢ 
. * Figures published by the Building Societies Association and relating to over 200 societies 
€ 
. representing more than 90% of the total assets of the movement; the statistics include those of the 
ce Halifax Society, which left the Association at September 30, 1956. 
ye 
d building-society credit had to be rationed, for the societies, as always, were 
5 reluctant to raise their mortgage rates. They are conscious of what they 
feel to be quasi-moral obligations to existing borrowers; they believe that 
he frequent changes in lending or borrowing rates are detrimental to the long- 
st term interests of the movement; and they are aware that most borrowers 
who have the option convert an increased interest charge into longer 
No. 267.—voL. Lxvu. FF 




















412 





THE ECONOMIC JOURNAL [SEPT, 


periods of repayment, a development that contrasts with the short-term 
nature of their liabilities. 

It was not until August 1955 therefore that both lending and borrowing 
rates were increased; but the net inflow of funds still tended to fall as a 
result of the attraction of higher yields available in the gilt-edged market, 
an increase in the rate of interest on Defence Bonds, the high rates being 
offered by hire-purchase finance houses and subsequently by the local 
authorities, and the return on funds used for business investment itself, 
The pressure of withdrawals was increased by the rise in Bank rate in March 
1956 and the improved terms offered on National Savings Certificates and 
Defence Bonds in July and August. The unwillingness of the building- 
society movement to increase its rates resulted in a fall in new mortgages of 
nearly one-fifth in 1956, with the demand for advances in excess of what 
could be supplied at current rates. By October 1956 the whole movement 
was at last obliged to raise its rates by a further }%. 

Thus private house-building contracted as a result of monetary policy, 
but the restriction did not, as we might have been led to expect, take the 
form of a reduction in demand due to a rise in interest rates. Throughout 
this period credit to would-be house purchasers had to be rationed because 
of the shortage of finance; although the preference of the societies in these 
conditions for loans to be used for the acquisition of new houses must have 
softened the deflationary effect of financial stringency. 


HiIRE-PURCHASE FINANCE 

This was yet another field in which the ability of borrowers to draw on 
short-term deposit money blunted credit restriction. By and large, the 
reduction in bank advances to the hire-purchase finance houses after the 
summer of 1955 did not seem to be the operative factor in curtailing hire- 
purchase operations. Where a diminution in hire-purchase business 
occurred, it was the result of a fall in demand due to the restriction of hire- 
purchase terms rather than to a contraction in the supply of finance. Rates 
of interest charged to hire-purchase transactions were increased, but appar- 
ently with more effect on the supply of than on the demand for funds. The 
flow of funds to the finance houses after the restriction of bank credit was 
supplemented by money drawn from two sources. First, after the Chan- 
cellor’s directive to the banks in July 1955 a large number of small hire- 
purchase finance houses were set up with issued capital below the £50,000 
limit at which the consent of the Treasury became necessary, a channel 
that was subsequently blocked when this limit was reduced to £10,000 in 
April 1956. Secondly, the finance houses were able to obtain short-term 
deposits by public advertisement at rates of up to 7% and above, depending 
on the standing of the house concerned. These rates, like the deposit rates 
offered by local authorities, are sensitive to changes in the state of the money 
market, even though the link is indirect. Hire-purchase finance provides 
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yet another example of a situation in which the supply of funds is more 
interest-elastic than the demand for them. 


SoME CONCLUSIONS 


In taking as given the investment plans of the private sector this review of 
the effect of monetary policy on the capital market is rather like ‘‘ Hamlet ” 
with the Prince prevented from taking the stage at all. But it does indicate 
that if monetary policy fails to achieve its traditional object of causing fears 
as to the profitability of existing investment plans it is bound to be severely 
handicapped from the start because of the ease with which, in certain con- 
ditions, funds can be obtained for investment even if the banking system is 
cajoled into curtailing deposits in general and advances in particular. The 
supply of finance from cash balances in time of boom may be considerably 
more interest-elastic 1 even to would-be spenders as a whole than the demand 
for funds for investment, and a policy that is content to restrict only a small 
part of the total potential supply of funds can be criticised for being out of 
touch with the realities of the financial mechanism. 

During the period under review, it is true, special factors may have been 
at work: the company sector was perhaps more liquid than it is likely to 
be in the future; the strength of the equity boom in 1955 still owed some- 
thing to the breakdown of dividend restraint and was given new force by 
an expansionist Budget and a Conservative electoral victory; and business 
investment plans themselves may have been more closely “‘ bunched ”’ than 
will usually be the case even in future cyclical upswings. But in a world in 
which full employment at all times is known to be the paramount aim of 
economic policy, considerably greater attention will have to be given to the 
techniques of restricting the supply of funds than in the distant past, when 
both borrowers and lenders could interpret a rise in Bank rate as a clear 
warning of business losses. The apparent failure of the authorities in 
1955-56 to devote much attention to the supply of finance outside the 
banking system suggests another topic for discussion by the Radcliffe Com- 
mittee on the working of the monetary system; it also indicates the possible 
utility of what is known as the “ flow of funds ”’ statistical analysis, if supple- 
mented by a “ map” of cash balances held in the various sectors of the 
economy. 

The tactics followed by the authorities in regard to the finance of invest- 
ment by the company sector during this period may be said to have con- 
sisted of a direct attack on bank advances accompanied by measures aimed 
at constricting the supply line of credit in the rear, in the form of the control 
over new capital issues. This policy can be seen to have been deficient in 
three respects. First, companies as a whole were comfortably liquid. 
Secondly, this liquidity could be transferred to where it was most needed 


‘ 


? Using the term to include the response of investors to a’small rise in the yield on Ordinary 
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through the channel of trade credit, without coming under fire from 
monetary measures. Thirdly, the “long stop”’ of capital-issues control 
seems to have been based on the same misconception underlying official 
policy towards investment plans that was present in early post-war years, 
namely that the distinction between so-called “ essential’? and “ non- 
essential ’’ projects is an adequate criterion for the limitation of investment 
to available resources. In a period of inflation like that of 1955 there is an 
excess of even “ essential”? projects over what the current level of saving can 
bear, so that the control of new issues is bound to be inadequate as well as 
arbitrary. 

The success of the local authorities in avoiding the cost of high long-term 
interest rates by borrowing “short” raises new questions regarding the 
pattern of rates and the relationship between spenders and lenders. That 
certain important financial institutions, such as insurance companies and 

° pension funds, have a bias against lending on short-term when long-term 
interest rates are high provides no assurance that sensitive borrowers will 
not be able to obtain short-term loans at acceptable rates in amounts suff- 
cient to escape the burden of high interest charges on long-term borrowing. 
If the economy is sufficiently liquid the offer of only moderately high rates 
on short-term money will tempt cash out of hoards held in the form of bank 
deposits on which the rate of interest is set at a relatively low level by inter- 
bank agreement with official approval. The effect of income tax in magnify- 
ing the grossed-up redemption yields on short-term bonds carrying relatively 
low coupon rates means that the effective gross return to surtax payers may 
be considerably in excess of the cost of short-term loans incurred by borrowers, 
opening up another channel through which idle balances may be brought 
into use. 
Finally, to cut off the supply of funds from idle balances in conditions in 
which a rise in interest rates would otherwise have the effect of making 
their owners more ready to part with them, but with no appreciable effect 
on investment, requires either open-market operations designed to mop up 
cash balances on a grand scale or a policy that so succeeds in influencing 
expectations that the fear of yet higher rates of interest induces investors to 
hold on to their idle balances. In practice, there may be no clear distinc- 
’ tion between these alternatives, for the latter will require open-market 
sales for the policy to carry conviction, while measures aimed specifically at 
mopping up liquidity will probably alter investors’ expectations. Either 
approach, once a boom has entered the stage in which there is a long queue 
for capital goods, will require the acceptance by the authorities of high long- 
term rates of interest, and from one point of view the limitation of monetary 
policy in 1955-56 was the reluctance of the authorities to risk a decisive 
. increase in interest rates, but this is a subject in itself. 
H. B. Ross 
London. 
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THE IMPACT OF THE CREDIT SQUEEZE ON SMALL 
AND MEDIUM-SIZED MANUFACTURING FIRMS 


WHEN one looks back on the changes over the past generation in 
academic opinion about the role of the rate of interest one cannot but be 
struck both by the rapid rise in the early 1930s—mainly under Keynes’ 
influence—of the view that the rate of interest is, or can be, the chief 
regulator of internal economic activity, and the equally rapid collapse of 
the same view in the second half of the same decade. It is clear that Keynes’ 
early emphasis on the importance of the rate of interest as a regulator was 
essentially a rearguard action against the crude Quantity Theory: he was 
searching for a rational theory of Bank Rate policy with which one could 
trace the successive repercussions of a rise or fall in the rate, and hence form 
an intelligent judgment of the appropriateness of such changes in particular 
economic circumstances. He claimed to have found the key in the relation 
between the rate of interest and the level of investment, especially—in 
contrast to Hawtrey—investment in fixed capital. But scarcely had he 
consolidated his theoretical position on this issue when he was afflicted by 
serious doubts of the efficacy of interest-rate policy alone as a means of 
regulating the economy. These doubts arose from two other parts of his 
analysis: first, the possibility that liquidity-preference might become 
absolute at some low, but positive, rate of interest; secondly, the wide and 
uncontrollable fluctuations in business expectations. So his views came full 
circle, and he concluded, even in 1935, that ‘‘ the duty of ordering the 
current volume of investment cannot safely be left in private hands.”’ } 

It is not difficult to see why economists in the late 1930s became dis- 
illusioned with the power of the rate of interest as a regulator. Bank Rate 
had been brought down to 2% in 1932, and yet the system appeared to 
show no reaction. The depression dragged on, and even in the ‘‘ boom ”’ 
of 1937 the economy never came within striking distance of full employ- 
ment. When, therefore, an article appeared in 1938 in the first issue of 
Oxford Economic Papers reporting, on the basis of an inquiry by the Oxford 
Economists’ Research Group, that business-men were relatively indifferent 
to changes in the rate of interest, its impact was less startling than might 
otherwise have been expected.? Yet it may be counted as somewhat re- 
markable that most discussions of the efficacy of interest-rate policy from 
that time to this, not only in Britain but even in the United States, make 


1 The General Theory, p. 320. 
* J. E. Meade and P. W. S. Andrews, ‘‘ Summary of Replies to Questions on Effects of Interest 
Rates,” Oxford Economic Papers, October 1938. See also H. D. Henderson, “‘ The Significance of 
the Rate of Interest,” ibid. Both articles are reprinted in T. Wilson and P. W. S. Andrews (ed.), 
Oxford Studies in the Price Mechanism, 1951. 
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reference to the Oxford economists’ inquiry and to the answers given by 
the thirty-seven business-men interviewed by them.!_ By what a small grain 
of fact was it possible apparently to kill a theory to which so much intensive 
thought had been devoted! 

But it was not monetary policy as such that was killed. The revival 
of monetary policy in recent years, and the reappearance of some discussion 
about its theoretical significance, are a sign that the previous collapse of 
confidence in monetary techniques was closely linked with the depressive 
conditions of the 1930s and the growing conviction at that time that the 
main, if not the only, problem of economic policy in the future was going 
to be how to sustain demand. In the 1950s, however, we are all acutely 
aware that the problem of curbing demand can be just as great, at least 
within the limits of a high level of employment, as the earlier problem of 
stimulating demand. It is in this context that monetary policy has been 
brought forward again as a possible weapon of control; and it is clear that 
the findings of the pre-war Oxford inquiry into the attitudes of business- 
men to changes in interest rates and the availability of finance are no 
longer strictly relevant to a situation in which interest rates are being raised, 
not depressed, and money conditions are being made stringent, not easy. 

The question of the power of monetary policy to restrain demand, and 
of its modus operandi, is now at least as important as the earlier question of its 
ability to stimulate investment. Many of the old issues need to be re- 
considered within the new framework. How far, for example, do high 
interest rates affect either holdings of stocks or decisions to embark on fixed 
investment? How far does the raising of Bank Rate work on the cost side 
of investment decisions, excluding the least profitable projects but per- 
mitting the continuation of the more profitable? Or does it rather work 
through a shock to business confidence and a fear of worse measures to come, 
as the majority of economists seem now to believe? If that is the case there 
are many possible implications: for example, that raising Bank Rate will 
discourage not the projects which were previously on the margin of profit- 
ability but those that are most susceptible to changes in business confidence. 
Or again, if Bank Rate works mainly through its effect on expectations rather 
than through its effect on costs, it may be less easy to reverse the policy, at 
least when expectations have once been deflated. 

Other questions which cannot be neglected are, for example: Does 
monetary restriction work mainly through the price of loans or their avail- 
ability? If it is mainly the latter, then it is conceivable that the desired 
degree of restraint can largely be achieved by credit rationing without a rise 
in interest rates, thus avoiding the embarrassment to the Government and 
to the foreign balance which such a rise entails. Again, it is important to 


1 It is true that a subsequent postal investigation, in which 309 firms gave usable answers, 
served to confirm the original findings. P. W.S. Andrews, “A Further Inquiry into the Effects of 
Rates of Interest,”’ Oxford Economic Papers, February 1940. 
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by | know whether a policy of monetary stringency has, as has often been asserted, 
in | arelatively greater impact on small businesses than on large ones. 

ve It is evident that it is the re-emergence of questions such as these, as well 
as the largely technical problems of the structure of the credit system, which 
al | have prompted the appointment of the Radcliffe Committee with the 
on | responsibility ‘“‘to inquire into the working of the monetary and credit 
of } system and to make recommendations.’ And it is a fortunate coincidence 
ve | that, just at the time when these matters are coming up for reappraisal, it is 
he | possible to offer some relevant empirical evidence on the effects of recent 
ng | changes in monetary policy on the investment decisions of manufacturing 
ly | businesses. 

ast In the spring of 1956 the Oxford Institute of Statistics was on the point 
of | of putting into the field a large-scale inquiry amongst small and medium- 
en | sized manufacturing businesses. The inquiry was directed partly to assess- 
iat | ing the degree of competition facing such firms and its influence on their 
ss- | marketing policies, rates of growth and other matters. It was also designed 
no | to discover the sources and uses of funds of small and medium-sized firms 
ed, and what sort of financial difficulties they may encounter in their efforts to 
expand. It was, therefore, a very simple, and a very natural, development 
nd | ofthis side of the questionnaire to ask about the effects of the recent changes 
‘its | in monetary policy which, together with the allied measures, are popularly 
re- | known as the “‘ Credit Squeeze.’ Several highly interesting questions on 
igh | this topic were put to all the firms covered by the inquiry. In the present 
xed | article I shall give the principal findings from these questions and comment 
ide | on their significance for monetary theory.} 


ne, THe SAMPLE OF Firms 


The list of firms to be approached in this inquiry was drawn from the list 
fit- of establishments kept by the Ministry of Labour for the purpose of its 
monthly inquiries into changes in employment in manufacturing industries.” 
“es This list does not cover establishments employing 10 or fewer persons on 
| the date of registration, and this survey is therefore limited to firms with 


, at , ; 

: more than that number of employees.* At the other extreme, since it was 
Te intended to be a survey of small and medium-sized firms, no interviews 
ail | WeFe taken with firms employing 500 or more persons, and public com- 
ired 1 The survey, the purpose and findings of which will be published in full elsewhere, was financed 


rise | bya grant made under the Conditional Aid scheme for the use of counterpart funds derived from 
and United States economic aid. In the planning and execution of the survey I have had the assistance 
ofDr. J. A. Bates and Mr. M. J. Stewart. 

t to * The drawing of the sample and the fieldwork for this survey were done by the Social Survey, 
which, being itself a government organisation, was given access to the Ministry of Labour’s con- 
wers, | {dential list of establishments. The names and addresses of the firms interviewed were erased 
ctsof 7 fom the questionnaires before being passed to the Institute of Statistics for analysis. 

* Except for a few firms whose number of employees had declined since the registration date. 
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panies quoted on the Stock Exchange were also excluded.' For various 
reasons it was decided not to attempt interviews with firms in certain 
industries. First, there were two industries—‘‘ Furniture and Upholstery ” 
and ‘‘ Chains, Nails, Screws and Miscellaneous Forgings ’’—in which a 
special subsidiary investigation was being made at the same time; secondly, 
some industries classified as manufacturing in the official lists are primarily 
engaged in repair work or are closely associated with retailing; * thirdly, 
some industries are almost entirely dominated by large firms.® 

Apart from these specific exclusions, a number of industries were under- 
represented in the sample, or not represented at all, because they are highly 
localised. For reasons of cost it was necessary to limit the fieldwork to the 
following ten main industrial areas: London and Middlesex; Bristol; 
Birmingham; Nottingham; Leicester; Liverpool and Birkenhead; Man- 
chester, Bolton and Oldham; Sheffield; Leeds and Bradford; and Glasgow. 
Of the 56,500 manufacturing establishments employing 11 or more in Great 
Britain there are probably between a fifth and a quarter in these main 
areas. A very wide variety of industries is to be found in these areas; but 
there are some which do not occur at all, e.g. Potteries and Carpets, and 
others are not adequately represented. It may be, moreover, that firms 
operating in heavily industrialised areas are not entirely representative of all 
firms. These are qualifications which need to be borne in mind; but they 
are probably not of great importance for the questions which are to be 
discussed below. 

A large number of addresses of establishments was drawn from the 
Ministry of Labour’s records by a process of systematic sampling within the 
ten areas identified above. After various specific exclusions—of particular 
industries, sizes of establishment and public companies—the list contained 
1,765 addresses, distributed over the areas roughly in proportion to the 
number of establishments in the region (or regions) of which the area forms 
part. This list was issued to interviewers, who then discovered certain 
further reasons for making exclusions. There were 32 addresses which 
yielded no firm of any kind, because the business had moved or was closed 
down; 141 addresses proved to be branch establishments; 39 were sub- 
sidiary companies which considered themselves unable to answer the 


1 Partly because their accounts are publicly available and have been analysed by the National 
Institute of Economic & Social Research; but also because most quoted public companies employ 
more than 500 persons anyway. 

2 Industries excluded on these grounds were: Motor Repairers and Garages, Repairs of 
Boots and Shoes, Bread and Flour Confectionery, Milk Products, Brewing and Malting and Shop 
and Office Fitting. 

3 Industries excluded for this reason were: Shipbuilding and Ship Repairing, Grain Milling, 
Sugar and Glucose, Printing and Publishing of Newspapers and Periodicals, Production and 
Printing of Cinematograph Films. 

4 In London there was a further limitation of the area covered to the districts north of the 
river; and in Middlesex interviews were made only in five boroughs and two urban districts. 
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questions on their own account;! and 11 firms turned out to be quoted 
public companies which, by an oversight, had not been excluded earlier. 
All the remaining 1,542 firms were asked for an interview; and 955 of them 
(62%) gave complete, or almost complete, answers to our questions. Of 
these, 79 cases were later excluded from the analysis for various reasons: 
most of these exclusions were on the ground that less than 25 % of the firm’s 
sales were accounted for by its own products; a few others were rejected 
because they were non-profit-making enterprises or because they employed 
500 or more persons. ‘Thus in the final sample there were 876 firms. 

The fieldwork of the survey was carried out by experienced interviewers 
belonging to the staff of the Social Survey, who had been given a very full 
and careful briefing. Interviewing began about the middle of April 1956 
and was completed, for all but a few firms, by the end of June 1956. A week 
or so before the interviewer’s call each firm received a letter from the 
Acting-Director of the Institute of Statistics explaining the purpose of the 
inquiry and asking for the firm’s co-operation. The interviewer tried to 
make contact with the owner, senior partner or managing director of each 
firm and to arrange an appointment. In a few cases interviews were made 
with another official of a company, such as the secretary, if he seemed to be 
the most appropriate person to see. All the questions were asked with 
reference to the activities and policies of the firm named in the address list, 
including any branch establishments, but excluding any subsidiary or 
associated companies. 


THE VALIDITY OF THE SAMPLE 


In any sample inquiry the question arises whether the results can be 
taken as being truly representative of the population from which the sample 
is drawn. It has already been indicated that this sample may not be 
strictly representative of all British manufacturing firms—even within the 
size range of 11-499 employees—on account of the restriction of interviewing 
to ten main areas. But while this may be a defect from the point of view 
of the distribution of firms by industry within the sample, there do not 
seem to be any strong a priori reasons for believing that firms situated outside 
the ten main areas sampled are significantly different from those situated 
in these areas. It is possible that more of the newer and more progressive 
firms are to be found in smaller towns or in country districts; on the other 
hand, it is equally possible that a good many of the firms in these areas are 
very old and conservative in outlook. My judgment is that, on the issues to 
be discussed below, there is unlikely to be any significant bias from this 
source. 

Next there is the problem of the response rate. Here we have slightly 
more data to go on; but in the final analysis the issue remains largely a 


’ Subsidiary companies were not automatically excluded from the sample, but evidently some 
subsidiary companies are, for practical purposes, the equivalent of branches. 
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matter of personal judgment. It is my impression, from experience of a 
number of surveys of economic behaviour, that the propensity to co-operate 
in surveys is not so strongly associated with other characteristics, such as 
size, age, intelligence and the like, as is sometimes suggested. In financial 
surveys of households there is some difficulty in getting hold of a sufficient 
proportion of the very rich, and especially of those living mainly on property 
income, and there are also problems in contacting young adults and the very 
old. In a survey of businesses, however, these factors are unlikely to be 
relevant: in fact, it is conceivable that larger firms might be more willing 
to co-operate than smaller ones. It is possible that there may be some 
association between the progressiveness of outlook of the management of a 
firm and its willingness to assist in a survey of this sort. On the other hand, 
it may be that the most progressive firms are also the busiest, and the least 
able to devote time to the interview. When all is said, there do not seem to 
be any convincing grounds for expecting biases in response. 

This view can be tested to some degree by comparing the response rate 
of firms within different areas, industries and size groups—on each of which 
some information is available for the non-respondents as well as for the 
respondents. ‘Tests of this kind have been made and show no significant 
variation by area, industry or size-group. An example of the information 
-" available is given in Table I, where it will be seen that six of the ten response 


TaBLe | 
Response Rates by Areas 























“oe : ’ Sample 
Area breiee) Sot tare | ate 
nee ; Pigs analysis, 
London and Middlesex . .  . 417 252 60 | 231 
Bristol . F : 113 69 61 64+ 
Birmingham . ‘ ; : : 169 92 54 86 
: Nottingham . : ‘ ‘ , 119 86 72 82 
Leicester . , 121 69 57 66 
Liverpool and Birkenhead . : 109 67 61 60 
Manchester, Bolton and Oldham ; 120 82 68 76 
Sheffield . - 106 67 63 57 
Leeds and Bradford . A : j 114 73 64 67 
Glasgow . ; ‘ > ‘ : 154 98 64 87 
, ToTaL . ; ; ‘ : 1,542 955 62 876 





rates lie within the range of 60-64%, two more are within 57-68 % and only 
two lie outside this range. A distribution of this type could be obtained 
by chance in more than four out of five samples drawn at random, even if the 
propensity to respond was the same in each area.!_ It seems, therefore, that 
there is some justification for regarding the sample of firms used in this 
analysis as being broadly representative of all British manufacturing firms 
within the size limits of 11-499 employees. 

1 The variation in response rate by industry was even less than the variation by area. 
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Tue CONTEXT OF THE INQUIRY 


Before we consider the actual questions put to business-men, and their 
answers, it is necessary to recall the economic and political circumstances 
preceding this inquiry, which form the context within which the interview 
took place. It is one of the distinctive features of this survey, by com- 
parison with the pre-war inquiry by the Oxford Economists’ Research 
Group, that whereas they were obliged to put questions of a very general 
form such as, “‘Is the rate at which you can borrow from the bank an 
important consideration to you? ”’ or ‘‘ Have you ever increased your stocks 
of raw materials on account of a fall in Bank Rate?’ we were able to put 
questions specifically related to recent experience. We could ask, for 
example, ‘‘ Have you been asked by your bank to reduce your overdraft 
during the past twelve months? ’’ and “ Has the Credit Squeeze of the past 
twelve months caused you to order less capital equipment than you had 
originally intended?’’ It is, therefore, very important that, in inter- 
preting the answers given to our questions, we should have clearly in mind the 
events occurring in 1955 and early 1956, and that we should form a judgment 
of what business-men were likely to understand by the phrase “ Credit 
Squeeze.” 

It is often said that the Credit Squeeze (here given capital letters because 
it was a specific historic event) began in July 1955, when the Chancellor 
called upon the banks to make “‘ a positive and significant reduction in their 
advances over the next few months.’’ But the July measures were preceded 
by other dramatic attempts to slow down or reduce the volume of bank 
lending; and the July measures themselves included other features besides 
the appeal to the banks. It is probable, therefore, that by the spring of 
1956 the Credit Squeeze was associated in retrospect in most people’s minds 
with the whole series of measures starting with the raising of Bank Rate in 
January 1955. I shall assume that when we asked business-men in the 
spring of 1956 about their reactions to the Credit Squeeze they were thinking 
not simply of the direct squeezing of bank advances but of the whole complex 
of measures taken before, during and after July 1955 which were clearly and 
specifically directed towards the general aim of reducing the inflationary 
pressure and stopping the loss of gold. 

The first measure was the raising of Bank Rate in January 1955 from 3 
to 3%. This modest increase was followed within a month by a further 
jump to4}%. At the same time restrictions on hire-purchase trading, which 
had been relaxed in the previous July, were reimposed. The April budget 
was comparatively optimistic and was followed by a general election; but 
in July the gold and dollar reserves fell by £48 million. On July 25 the 
Chancellor announced a series of new measures to tighten credit and reduce 
spending. The most dramatic, from the point of view of credit policy, was 
his request for a ‘‘ positive and significant’ reduction in bank advances. 
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But the other measures were at least as important economically. The 
initial cash deposit on goods bought on hire-purchase was raised, for a wide 
variety of goods, from 15 to 334%. At the same time the Government 
announced its intention to cut back its own capital expenditure and the 
expenditure of local authorities and nationalised industry, and it appealed 
to private industry to do likewise. 

Further restrictive measures were taken in the emergency budget of 
October 1955, when purchase tax and distributed profits tax were raised, 
further cuts were made in public capital expenditure and the local authorities 
were put under pressure to borrow in the open market. Finally, in February 
1956 Bank Rate jumped to a “ crisis ’’ level of 5$%, more cuts in public 
capital expenditure were announced, the investment allowances granted 
under the 1954 budget were cancelled, subsidies were reduced and hire- 
purchase restrictions were vigorously tightened, and extended beyond the 
consumer-goods field so as to cover a wide range of industrial capital goods, 

Throughout the period from January 1955 to the spring of 1956 interest 
rates were rising in line with the changes in Bank Rate, although short-term 
rates rose more sharply than long-term rates. In addition, from the middle 
of 1955 the banks began to carry out the Chancellor’s request to reduce their 
advances. From August 1954 to August 1955 bank advances had increased 
by £281 million: in the succeeding year they fell by £213 million. Apart 
from the direct financial impact of these measures—which made it in- 
creasingly difficult and expensive for firms to raise loans—the hire-purchase 
restrictions and the cuts in public expenditure had the effect of reducing the 
pressure of demand in both the consumption and capital-goods sectors, and 
the alarming statements and urgent appeals of government spokesmen 
created a vague feeling of uncertainty. This, then, was the situation when 
our interviewers rang the telephones (in the first instance) of the business- 
men included in our sample. 


Tue FINDINGS OF THE SURVEY 


Of the group of questions relating to the effects of the Credit Squeeze the 
first, both in order of asking and—to some extent—in order of logic, was a 
simple factual one. It was desired to establish how many firms—and which 
type of firm—had actually been asked by their bankers to reduce their over- 
drafts. In approaching this subject we had already asked all firms in the 
sample whether they had had an overdraft at the bank at any time since 
1950. For obvious reasons, those firms which had not had an overdraft at 
any time in the previous five to six years were not asked anything further 
about the effect of the Credit Squeeze on the size of their overdraft. It 
would also have been useful if we had separated off the firms which had had 
overdraft facilities at any time during the preceding twelve months, and, 
perhaps, amongst them those which had actually been overdrawn in that 
period. As it was, we asked all firms which had had an overdraft at any 
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time since 1950 the following question: ‘‘ Have you been asked by your 
bank to reduce your overdraft during the past twelve months?’ This 
question is quite suitable for sorting out the firms which had been asked to 
reduce their overdraft, but it fails to identify clearly the firms which were 
“ at risk,”’ in the sense of actually having an overdraft at the beginning of the 
Credit Squeeze period. 

The answers to both these questions are summarised by industry in 
Table II. The first remarkable fact which they reveal is that nearly half 


Taste II 
Bank Requests to Reduce Overdrafts, Analysed by Industry 





Asked to reduce 
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Overdrawn at any time | | overdraft 3 
i ? revious twelve 
since 1950? Total. | Pp 





























Industry.* | months? 
| Yes. | No. | N.A. | | Yes. ] N.A. 
Number of firms 
III. Bricks, Concrete, Glass, etc. . | 14 | 10 [ ae 24 =| S 4 2 
IV. Chemicals . : ; c| 5 | — a 2/;-— 
V. Metal Manufacture , - | 11 me l 4 5 2 
VI. Engineering . . : a 88 74 | 4 166 | 39 | 6 
VII. Vehicles . . 3 oa 18 10 3 31 7 _— 
VIII. Other Metal Products . 66 67 5 138 24 | 4 
IX. Precision Instruments, etc. ’ 15 7 1 23 5 1 
X. Textiles , é ; ’ 55 37 ek | a 
XI. Leather Goods and Fur . . $ 2 1 7 : a Ve 
XII. Clothing and Footwear . ; 103 64 1 | 168 a 4 
XIII. Food and Drink . ‘ " 17 13 Bf4 31 vy 3 
XIV. Wood Products. . b 14 14 l | 29 5 -— 
XV. Paper and Printing ; ; 41 39 > |. 10 6 
XVI. Miscellaneous». wt 17 12 , aie a 
Torar III-XVI.. «| 475 | 374 | 27 | 876 | 195 | 33 
i | ' 
Percentages t¢ 

VI. Engineering . , j F 53 45 2 100 23 | 4 
VIII. Other Metal Products ‘ 48 49 +t {00 17 3 
X. Textiles , : é ‘ 59 40 1 100 24 3 
XII. Clothing and Footwear . : 61 38 1 100 33 2 
XV. Paper and Printing ? 48 46 6 100 12 7 
Tora. III-XVI.. | 3 | - 


54 | 43 | | 100 | 2 





* The industries are grouped in accordance with the Standard Industrial Classification into 
Industrial Orders, to which the Roman numerals correspond. 

t Percentages are given only for those industries which are represented by more than 50 firms 
in the sample. 


the firms in the sample had not had an overdraft at the bank at any time in 
the preceding five to six years. The implication of this seems to be that 
there is a very large number of small and medium-sized firms which never 
borrow from the bank. This finding is confirmed by the comments made by 
some of the business-men interviewed. The second interesting result which 
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emerges is that only about a fifth to a quarter of small and medium-sized 
manufacturers had been asked by their bankers to reduce their overdrafts 
during the period of the Credit Squeeze. We do not know, for reasons 
explained above, how many firms had overdrafts which they could have been 
asked to reduce; but it seems probable that the number of firms “ at risk ” 
was about twice the number of firms which were actually asked to reduce 
their overdrafts. 

Although there is a good deal of variation between the proportion of 
firms in the different industries which said they had had an overdraft in the 
previous five to six years, this variation is not statistically significant. The 
variation in the proportion of firms which said they had been asked to 
reduce their overdraft is somewhat greater, and two industries appear to 
differ significantly from the average. In Clothing and Footwear a rather 
large proportion of firms said they had been asked to reduce their over- 
drafts: in Paper and Printing a rather small proportion. It is not easy to 
think of a clear reason for these differences. It might be thought that it was 
something to do with size of firm; but both these industries are distributed 
by size within the sample in much the same way as all industries combined. 
If anything, the Paper and Printing firms are more concentrated in the 
lower-size ranges than the Clothing and Footwear firms; but the difference 
is not significant. Moreover, as the next paragraph makes clear, there is no 
evidence that bankers discriminated either in favour of or against smaller firms 
—within our size limits—in their requests for cuts in overdrafts. It would 
scarcely be plausible to assume that bankers discriminated against Clothing 
and in favour of Printing on the grounds of priority for industries mainly 
engaged in export business. I am therefore inclined to the view that the 
differences exhibited by the sample results for these two industries are the 
result of a sampling fluctuation which, although an infrequent occurrence, 
must occur from time to time. 

Variations between firms of different size—in terms of number of 
employees—are shown in Table III. This table is probably more interest- 
ing than the preceding one, because it enables us to check whether the banks 
were either more or less lenient with smaller firms than with larger ones. 
It should be noted, first, that there is a fairly consistent tendency for the 
proportion of firms which had had an overdraft in the previous five to six 
years to be associated with the size of firm. The differences are not great, 
but they are appreciable; and if we were able to cover the firms beyond our 
size limits they might well be even more striking. There must be very few 
of the large public companies which do not run an overdraft at some time 
in any five-to-six-year period. It seems safe to assume that, on the average, 
the larger the firm, the more often it resorts to the bank as a source of 
temporary finance. 

When we turn to consider what proportion of firms in each size group 
had been asked to reduce their overdrafts we find that this proportion also 
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tends to increase with the size of firm. So far as can be seen, the banks asked 
roughly the same proportion of firms with overdrafts in each size group to 
make a reduction. We cannot be certain about this, because we do not 
know which firms had an overdraft outstanding in, say, August 1955 when, 
presumably, the banks responded to the Chancellor’s request. But the 


Tasce III 
Bank Requests to Reduce Overdrafts, Analysed by Size of Firm 
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Percentages 
10-19 + | 47 50 100 | 22 2 
20-29 . : . ; .| 47 49 5 100 17 3 
30-39 . é ; ; : 58 38 4 100 25 6 
40-49 . ; : ' 55 43 2 100 23 5 
50-74 . 62 36 2 100 24 6 
75-99 . 56 41 4 100 26 2 
100-199 56 42 2 100 21 4 
200 and over | 68 30 2 100 28 2 
Tora. ; | 54 43 | 3 100 22 4 

















* The average number of employees during the year 1955, each part-time worker being counted 
as equivalent to half a full-time employee. 
t Includes 4 firms with less than 10 employees. 


trend is such as to make it seem likely that the banks were not biased either 
for or against small firms in their endeavours to apply the Chancellor’s 
policy. One may well wonder, indeed, on what grounds firms were selected 
for approach by the banks. In a debate in the House of Commons on the 
application of the Chancellor’s request to small businesses the Economic 
Secretary to the Treasury said that it was ‘‘ quite deliberately being left to the 
banks to decide what steps they must take to make that policy effective.” 
The firms which were asked to reduce their overdrafts appear, in fact, to be 
0 randomly distributed that one is tempted to believe either that they were 
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randomly selected by the banks or—more plausibly—that some of the banks 
asked all their customers to reduce their overdrafts, while others asked none.! 

So much for the direct requests to reduce overdrafts. They represent 
the Credit Squeeze in a narrow meaning of the phrase. But, as I have 
indicated above, I do not think that we can assume that this is the sense in 
which it is popularly understood. It seems more reasonable to believe that 
the Credit Squeeze signified to business-men the whole series of measures, 
starting with the rise in Bank Rate in January 1955, and including hire. 
purchase controls and the planned cuts in government expenditure, which 
went under that name in the Press and in current discussion. We wanted 
to ask business-men about the influence of the Credit Squeeze as a whole 
on their investment decisions; and this we did. But we also wanted to try 
to identify which particular aspects of the Credit Squeeze, or of its reper- 
cussions, were most influential in making business-men change their decisions, 
Hence, after first asking about the influence on investment decisions of the 
Credit Squeeze in general, we proceeded to ask two questions designed to 
elucidate the manner in which the Credit Squeeze affected each firm—in 
other words, to throw some light on the modus operandi of the Credit Squeeze. 

In this part of the inquiry there were four questions. First, we asked 
every firm in the sample the two following: 


(1) ‘‘ Has the credit squeeze of the past twelve months caused you 
to order less capital equipment than you had originally intended? ” 

(2) ‘* Has it caused you to reduce your stock of purchased materials 
or parts? ”’ 


In a broad sense these two questions may be thought of as testing the Keynes 
hypothesis and the Hawtrey hypothesis respectively. If any firm answered 
yes to either of these questions, it was then asked : 


(3) ‘‘ Is that mainly because the credit squeeze has made it more 
difficult for you to raise finance or because you are worried about its 
effects on your customers? ”’ 


The reason for asking this question will be discussed below; at this stage it 
is only necessary to note that it serves to separate off clearly those firms which 
had revised their investment decisions mainly because of difficulty in raising 
finance. This group of firms were then asked the fourth question: 


(4) ‘‘ Is that mainly because of the higher cost due to the increased 
interest rate or because of the difficulty in raising loans? ”’ 


The economic significance of this question will be patent to all. 
In answer to the first question: 197 firms said that the Credit Squeeze 
had caused them to order less capital equipment than they had originally 


1 IT am told that there is a widespread belief in the City that this is what happened. 
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intended; 662 firms said they had not ordered less; and 17 firms gave no 
answer (mainly because they had ‘‘ dropped out ”’ of the interview by this 
time). In answer to the second question: 220 firms said that the Credit 
Squeeze had caused them to reduce their stock of purchased materials or 
parts; 635 firms said not; and 21 firms gave no answer. If we ignore 
the “‘ no answers,”’ we can say that 23% of small and medium-sized manu- 
facturing firms had revised their fixed capital plans and 26% had cut their 
stocks of materials and parts. About half the firms in each of these groups 
(113 firms in all) had reacted to the Credit Squeeze in both ways, while 84 
firms which had reacted by ordering less equipment had not cut their stocks, 
and 107 firms which had cut their stocks had not revised their orders for 
equipment. Hence there was a total of 304 firms which had reacted in one 
way or other to the Credit Squeeze, that is, about 35% of the firms in the 
sample, excluding those which failed to answer these questions. 

An analysis by industry of the answers to the first question—on orders for 
capital equipment—shows no significant differences between major industries 
in the proportion of firms revising their fixed investment decisions; but one 
or two of the smaller industries—notably Chemicals, Wood Products and 
Miscellaneous—contain an unusually small proportion of firms whose fixed 
investment plans had been reduced. With these exceptions it seems that the 
impact of the Credit Squeeze on fixed-investment decisions was fairly 
randomly distributed over the whole range of industries. 

The pattern of answers to the second question—on stock holdings—is 
very similar. Amongst the major industries only Engineering seems to 
deviate slightly from the general pattern, in that it contains a smaller than 
average proportion of firms which said they had reduced their stocks. 
Amongst the minor industries Chemicals is again conspicuous for the small 
number of its firms which had cut their investment—in this case in stocks— 
as a resuit of the Credit Squeeze. Perhaps it is no coincidence that 
Chemicals and Engineering, which are the two most strongly booming 
industries of the present period, should be less willing to cut their stocks 
than other industries. 

An important discovery made in the pilot testing stage of this survey was 
that the influence of the Credit Squeeze on business decisions was not always 
through the direct impact of shortage of credit or the higher cost of loans 
on the business as borrower. Quite often, when we talked to business-men 
about the effects of the Credit Squeeze, we found that the operative factor 
in their minds was not the problem of raising loans as such, but the possibility 
that the various restrictive measures forming part of the Credit Squeeze 
would cause a fall in the demand for their products. In other words, it was 
not the direct effects of the Credit Squeeze that were worrying them so 
much as the indirect effects, through its influence on their customers. 
Hence, when we framed the questionnaire for this inquiry, we followed up 


the questions about the effects of the Credit Squeeze on investment decisions 
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by putting a question—(3) above—which was specifically designed to sort 
out the firms which had reacted to the direct financial influence of the 
Credit Squeeze from those which had reacted to its more general effects on 
demand. 

The answers to this question turned out to be extraordinarily interesting, 
Of the 304 firms which were asked the question, no less than 141 said that 
their main reason for cutting their fixed-investment plans, or their stocks, 
was that they were worried about the effect of the Credit Squeeze on their 
customers. Only 131 firms attributed their reactions to the Credit Squeeze 
mainly to the difficulty of raising finance. In addition, 20 firms said that 
both influences were equally important and 13 firms gave no answer. The 
main thing about these figures which, I think, will strike most readers is the 
difference between what business-men think of as the Credit Squeeze and 
what economists think of in the same context. We economists are inclined 
to be too literal: by a Credit Squeeze we mean a reduction in credit and a 
rise in its price. Hence we think primarily in terms of the availability of 
finance and of the cost of loans. (At an earlier stage most economists even 
overlooked the availability aspect and thought only of the cost.) But to the 
business-man the Credit Squeeze means not only more difficulty with credit 
but also more difficulty with sales; and the sales aspect may be at least as 
important to him as the credit aspect. 

It is impossible to say, on the basis of this inquiry alone, how much of 
this sales aspect of reactions to the Credit Squeeze was caused by an actual 
fall in sales and how much by an expected fall in sales. Nor can we con- 
clude that the actual, or expected, fall in sales was due primarily to the purely 
monetary measures, such as the rise in Bank Rate and the squeezing of bank 
advances. It is certain that some part of this decline in demand expecta- 
tions was caused by the non-monetary measures, such as the hire-purchase 
controls, the revision of government investment plans and the rise in purchase 
tax. Nevertheless, the results of this inquiry do serve to emphasise a point 
which has often been made before but not always fully understood, that 
investment decisions are at least as sensitive to demand conditions as to 
credit conditions, and that a measure which may appear on its face to be 
purely a piece of credit policy may be regarded by the individual business- 
man rather as a signal that demand conditions are altering and that he 
should adjust his investment plans accordingly. 

There do not seem to be any significant differences between industries 
in the relative emphasis given by firms to the two alternative aspects of the 
Credit Squeeze—the financial effect and the sales effect—but there is some 
evidence of differences in emphasis between firms of different sizes. This 
point is of particular interest, and must therefore be considered in some 
detail. 

It should be recalled, first, that in our consideration of the policy pursued 
by the banks in relation to overdrafts we found no significant tendency for 








he 
sn 


of 
th 


eff 





int 
at 


his 


ed 











1957] THE CREDIT SQUEEZE ON SMALL AND MEDIUM FIRMS 429 


smaller firms to be treated any worse—or any better—than larger firms. 
Further, when the answers of firms to the questions about reactions to the 
Credit Squeeze are analysed by size of firm there is no sign that the propor- 
tion of smaller firms reacting to the Credit Squeeze is any different from the 
proportion of larger firms. This can be seen from the first column of 
Table IV. But when the answers to the questions about the reasons for 
reacting to the Credit Squeeze are analysed by size of firm an interesting 
difference emerges. Amongst firms employing less than 75 persons there 
is an almost uniform pattern of answers: approximately one in six at all 
levels had reacted mainly because of the direct financial effect of the Credit 
Squeeze and one in seven mainly because of the sales effect. On the other 
hand, amongst firms employing 75 or more persons only about one in ten 
said they had reacted mainly because of financial difficulties against about 
one in five which stressed the sales problem. The figures are summarised 
in the second and third columns of Table IV. 


























TaBLe IV 
Impact of the Credit Squeeze on Smaller and Larger Firms 
. Mainly because | Mainly worried 
Number of employees. Pha ees dell of difficulty about effect All firms. 
HH oqueeze. | with finance. | on customers. 
Number of firms 
10-74 . . ‘ , 222 106 92 642 
75 and over . ; : 80 24 47 222 
nA. . . ' , 2 1 1 12 
TOTAL . é 304 131 140 876 
Percentages 
10-74 . ‘ : ‘ 35 17 14 100 
75 and over . ; > 36 11 21 100 
Tora : ' 35 15 16 100 

















Note: In this table the figures do not add up horizontally. ‘The relation between the columns 
will be clear from the text. 


It seems, therefore, that, while the Credit Squeeze as a whole may not 
have been discriminatory in its impact on firms of different sizes, this is 
largely an accidental result of two compensating differences. More of the 
smaller firms restricted their investment plans or stockholdings because of 
financial difficulties, while more of the larger firms reacted in one or other 
of these ways because of worries about sales to customers. The variation in 
the direct financial impact of monetary restriction as between small and 
large firms is a phenomenon which has often been predicted (but without 
much evidence to support the belief) ; but the opposite variation in the sales 
effect is unexpected and rather surprising. It is possible that the explanation 
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lies in the fact that larger firms are more alive to changes in the market 
situation than smaller firms, and hence adjust their investment plans more 
readily when market prospects fluctuate. If that be so, we must conclude 
that the existence of a larger proportion of larger firms cutting their invest. 
ment plans because of a fear that the Credit Squeeze will affect their 
customers is a symptom, not of any relative weakness in the position of the 
larger firms in this respect, but of greater alacrity on their part and hence of 
their probable success in the competitive struggle. 

We turn, finally, to the last of our questions, namely, that in. which the 
firms which had said that they were worried about raising finance were asked 
to distinguish between the influence of the cost of loans and of the availability 
of loans. This question focuses attention on the old issue—now virtually a 
dead issue—of the effect on investment of changes in the rate of interest as 
such. But despite the lack of current controversy on this issue, it may 
be that many people—and not least those who decide from time to time to 
vary Bank Rate—will be interested in the results of our questioning on this 
point. It will be recalled that there were 131 firms which had said they 
had cut their investment plans or stockholdings mainly because of the 
difficulty of raising finance; and that another 20 firms had said that this 
consideration was of equal importance with the other consideration. It 
was these 151 firms which were then asked to distinguish between the in- 
fluence on them of cost and availability of finance. The result was as 
follows: emphasising the higher cost of loans, 36 firms; emphasising the 
difficulty in raising loans, 109 firms; giving equal emphasis to both factors, 
6 firms. 


SUMMARY AND CONCLUSIONS 


From a survey made in Aprii—June 1956 covering 876 small and medium- 
sized manufacturing firms (in the size range 10-499 employees) it appears 
that only about three out of every five firms had had an overdraft at the 
bank in the preceding five to six years; and less than a quarter of all firms 
had been asked by their bank to reduce their overdraft during the preceding 
twelve months, for most of which time the Credit Squeeze had been in full 
operation. 

When the firms were asked about the influence of the Credit Squeeze 
(in the broad sense) on their investment decisions, nearly a quarter said that 
they had ordered less capital equipment than they had originally intended 
and just over a quarter said that they had reduced their stocks of purchased 
materials and parts. Altogether, more than a third of firms said that they 
had reacted in one or other of these ways. 

Of the 304 firms which said they had cut their investment orders or stocks 
in response to the Credit Squeeze, only half had done so mainly because of 
greater difficulty in raising finance, the other half having reacted mainly 
because of worries about the effect of the Credit Squeeze on their customers. 
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Of the 151 firms which had reacted mainly or equally because of greater 
difficulty with finance, only 42 firms said that this was mainly or equally a 
question of the higher cost of loans, the remaining 109 firms saying that it 
was mainly a question of difficulty in raising loans. Thus, out of some 860 
firms which gave answers in this part of the interview there were only 42— 
less than 5°%—which seem to have modified their investment decisions 
primarily as a result of the increased burden of the higher rates of interest. 

In general, neither the bankers’ requests for reduction of overdrafts nor 
the Credit Squeeze in its wider sense seem to have affected a greater propor- 
tion of the smaller firms than of the larger ones; but rather more of the 
smaller firms were worried about the direct financial side of the Squeeze, 
more of the larger firms being mainly concerned about the sales aspect. 
The latter reaction, however, may be not so much a sign that a firm is in 
difficulties as that it is quick to respond to changes in the market situation. 

The practical lesson of this investigation seems to be that changes in 
Bank Rate—within the limits of normal monetary policy—influence the 
investment decisions of manufacturers principally through their effect on 
sales expectations and the availability of finance. The influence of the 
higher cost of loans is small or even negligible. It follows that it is hardly 
realistic to describe Bank Rate as a “‘ delicate instrument ”’ capable of ready 
adjustment to ensure any desired amount of inflation or deflation. Rather 
itis an uncertain and potentially heavy-handed method of blunting incen- 
tives and cutting off the supply of finance to those businesses which depend 
mainly on outside finance for their operation or expansion. 

In an economy which is working within very narrow margins we need 
to use a variety of controls and levers to secure the best results. If we desire 
to restrict—or to stimulate—private investment in industry we can probably 
achieve our aims more safely by means of measures directed specifically at 
sales expectations and availability of finance than by more general measures 
such as the raising—or lowering—of Bank Rate. Sales expectations can, 
for example, be influenced very powerfully by changes in taxation and in 
hire-purchase regulations, as well as by direct variations in government 
spending. Availability of finance is largely a question not of bank finance 
but of ploughed-back profits, and here the authorities have already developed 
a most potent weapon in the shape of investment allowances. I would 
therefore suggest that it would be more advantageous for our future economic 
stability and growth if attention were concentrated on how to develop and 
improve these newer fiscal and consumer credit controls than to continue to 
tely on the hazardous and complicated, though superficially attractive, 
weapon of Bank Rate. 

H. F. LypAuy 
Institute of Statistics, 
Oxford. 
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1. THE purpose of this article is to discuss the modus operandi of capital 
exports in giving rise to growth, in the light of Keynesian theory.” 

In particular, I propose to question a view which appears to be widely 
held, namely, that the volume of capital exports, past and present, is a good 
measure of the assistance provided by lending countries to development in 
borrowing countries. This notion is itself based on the idea that capital 
imports represent a measure of the extent to which the volume of resources 
available for capital formation in borrowing countries is being augmented 
by drawing on foreign resources. I shall argue that this view is, in general, 
untenable, at any rate in its application to private-enterprise economies. 

In doing so, I will invoke the concept of excess borrowing. ‘This I define as 
imports of capital which arise otherwise than in connection with a need to 
finance such supplies of goods and services from abroad as are, in a given 
state of tastes, techniques and available resources, and of a given amount and 
composition of output and growth, both indispensable and unrequitable. 

In what follows I shall use the terms “ capital exports’ and “‘ foreign 
investments’ interchangeably. The balance of payments on current 
account, including all gifts, whether private or official, plus net exports of 
gold is equal to capital exports. By growth I shall mean increases of output. 

2. I believe that the importance of capital exports in giving rise to growth 
in the past has tended to be much exaggerated.? In any case, its modus 
operandi in this respect requires reconsideration. 

In his Jmperialism, the Highest Stage of Capitalism Lenin wrote: “‘ The ex- 
port of capital affects the development of capitalism in those countries to 
which it is exported, tremendously accelerating it.” 4 

In a review in the Manchester Guardian, of Cairncross’ book on Home and 

1 This paper was first presented in a seminar arranged by Mr. T. Balogh at Balliol College, 
Oxford. Subsequently a number of colleagues were kind enough to offer helpful comments and 
criticisms of the original version of the paper. On this score I am particularly indebted to Sir 
Donald MacDougall, Mrs. Joan Robinson, Mr. Paul Streeten and Mr. John Black. 

2 It has been recognised by some writers that the theory of international capital movements has, 
in some respects, still not been brought into line with other branches of the subject which have 
been modified in the light of Keynesian theory. See, e.g., N. S. Buchanan, “* International Invest- 


ment,’ Chapter 8 of A Survey of Contemporary Economics, Vol. 11. (ed. Haley), p. 307; H. W. Arndt, 
‘* A Suggestion for Simplifying the Theory of International Capital Movements,”’ Economia Inter- 
nazionale, Vol. VII, No. 3, passim. 

3 Kuznets’ paper in the National Bureau of Economic Research volume on Capital Formation and 
Economic Growth: International Differences in Capital Formation and Financing, was brought to my notice 
in this connection after the present paper was substantially completed. The factual material 
amassed by Kuznets should be studied in conjunction with the references to statistics which are 
contained in my text. However, Kuznets’ theoretical approach seems insufficiently modern in 
spirit (cf. loc. cit., pp. 35 n. and 44-5) as is pointed out by E. Domar in his “‘ Comment,” ibid., 
p. 110. 

4 V. I. Lenin, Imperialism, Little Lenin Library, Vol. 15, p. 59. 
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Foreign Investment, 1870-1913, Professor Ashton wrote that, in the nineteenth 
century: ‘‘ British capital created foreign railways, turned prairies into corn- 
fields, and redistributed populations in far parts of the earth.” 

In a recent article, Professor Nurkse writes of the “‘ wonders worked ” by 
foreign investment in the nineteenth century.! 

There can be no question about the very great importance of the con- 
tribution made to development by the movement to developing countries 
of entrepreneurs, civil servants, of skilled and unskilled workmen, and, not 
least, of ideas. Great Britain, in particular, undoubtedly made great con- 
tributions to growth abroad in this manner during the nineteenth century. 
These movements represented exports of knowledge, of enterprise, of labour, 
and, indeed, of national capital in a broad sense of the word. Moreover, 
an examination of the nature and extent of possible interconnections between 
these factor-movements and capital exports would have to be undertaken in 
a full analysis of the relationship of capital exports to growth. However, 
these topics are beyond the scope of the present article which is concerned 
only with the export of capital. 

The leading industrial powers of the contemporary world are the 
United States, Russia, Great Britain, France, Germany and Japan. Only 
one of them, the United States, has availed itself of net imports of capital for 
long on a significant scale. The reliance of Russia on herself in her economic 
development is well known. This country did rely on the Dutch, to some 
extent, for long-term loans during the early stages of the Industrial Revolu- 
tion in the eighteenth century, but it appears that we mostly lent short what 
we borrowed long. Western Europe in general financed its own develop- 
ment.* In Japan there was no foreign borrowing until development was 
well under way. It was initiated and financed at home throughout the 
difficult early stages, and subsequent borrowing was connected with the 
Russo-Japanese war.* 

So far as the United States is concerned, the question which arises is how 
far the nineteenth-century growth of her foreign indebtedness was a re- 
flection of the underdeveloped state of her banking system and capital 
market, rather than of her need for unrequited foreign supplies. 

The net stock of foreign indebtedness of the United States rose from 
$200 million in 1843 to $3,700 million in 1914. But the net long-term 
borrowing of the United States, to the tune of $3 billion between 1850 and 
1914, was throughout either matched or exceeded by net payments of interest 
and dividends amounting, in total, to $5-8 billion over the period. 


1 See Economic JOURNAL, December 1954, p. 744. 

* Cf. A. H. Imlah, “‘ British Balance of Payments and Exports of Capital 1816-1913,” The 
Economic History Review, Second Series, Vol. V, Nos. 1, 2 and 3, 1952-53, pp. 226-7; and T. S. 
Ashton, The Industrial Revolution 1760-1830, The Home University Library, pp. 107-8. 

* Cf. N.S. Buchanan and H. S. Ellis, Approaches to Economic Development, p. 426. 
* Ibid., p. 189, and W. W. Lockwood, The Economic Development of Japan, pp. 253-4. 
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The same sort of thing was true over the period between 1820 and 1850, 
while between 1790 and 1820 the United States appears to have been a net 
current lender.* 

In other words, the United States balance on visible and invisible trading 
account ? plus her net exports of gold, tended persistently to show a growing 
surplus. This growing surplus enabled the United States to finance private 
gifts abroad of $3-3 billion between 1874 and 1914, as well as paying interest 
on a growing volume of long-term foreign indebtedness. The large growth 
of United States long-term indebtedness was thus not accompanied by a real 
transfer of goods and services into the United States, taking one year with 
another. While the growth of total net United States foreign indebtedness 
implies that over any given period her surplus on the visible and invisible 
trading account, plus gold exports, did not suffice to match her growing 
interest obligations and gifts to the rest of the world, without fresh borrow- 
ing, or sales of old securities, the lack of any sustained real transfer into the 
United States does suggest the question of how far all this borrowing was 
really necessary ? 

In the circumstances of the nineteenth century, the extent of foreign 
borrowing for new investment was governed by comparative interest rates 
ruling in the different capital markets, for different individual loans, and 
there was none of the modern sophisticated attention to the capacity of 
individual countries to carry out investment programmes of varying volumes 
without recourse to borrowing abroad. Hence, it is perfectly possible that 
the United States should have indulged in excess borrowing in the sense 
that her growing indebtedness may have been very largely a reflection of the 
underdeveloped state of her banking system and of her capital market, rather 
than of her inability to match her current domestic investment by current 
saving. Her foreign borrowing on long-term would then have tended to be 
matched either by short-term lending abroad on the part of the banking 
system or by gold imports, and a continued tendency to do this over the 
years could set up a secular tendency for her net interest obligations to 
foreign countries to rise. We do know that the United States absorbed gold 
on a sizeable scale between !820 and 1850 and again between 1896 and 
1914, although she was herself an important producer. Thus, United 
States reliance on foreign borrowing in the nineteenth century may well have 
reflected nothing much more than a costly process of satisfying her preference 
for liquidity. 

1 Cf. C. J. Bullock, J. H. Williams and R. S. Tucker, ‘‘ The Balance of Trade of the United 
States,’ The Review of Economic Statistics, 1919, pp. 215 et seg.; U.S. Department of Commerce, 
Survey of Current Business, July 1954, p. 14; and U.S. Department of Commerce, Historical Statistics 
of the United States, 1789-1945, pp. 237 and 242-3. 

2 I.e., the current-account balance excluding net interest and gifts. 

3 Over shorter periods than the intervals of several decades for which the balance-of-payments 
estimates are available there were undoubtedly several occasions during which the United States 
did run deficits on visible and invisible trading account. But, as will be explained presently, this 
does not really affect the argument. 
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There is little in this picture, if it is correct, which suggests a massive 
reinforcement by the savings of the Old World of the real resources available 
in the New. 

Other cases similar to that of the United States in a very different setting 
are those provided by Burma, Indonesia, the Gold Coast and Nigeria, where 
Mr. Myint has been unable to find evidence of a real transfer occurring in 
the course of these countries’ development and increasing foreign indebted- 
ness in the nineteenth century. 

It must be stressed that an absence of deficits on visible and invisible 
trading account over any given period of time during which total foreign 
indebtedness is increasing is not, in itself, necessarily evidence of the presence 
of excess borrowing, although it is suggestive of it. 

There would be no excess borrowing, even though there is no deficit in 
the visible and invisible trading account, when the situation is such that a 
reduction of borrowing from abroad would entail a larger diminution in 
domestic growth than in interest liabilities to foreigners, say because it 
involves a need to cut down on indispensable imports. Thus only detailed 
examination of the circumstances can provide evidence of excess borrowing. 
But the absence, historically, of real transfers in borrowing countries over 
longish periods of time, marked by an accelerated pace of growth and by 
increasing foreign indebtedness, does give rise to a suspicion of the presence 
of excess borrowing. 

This suspicion will be stronger, if it is impossible to observe a real transfer 
even “‘ initially,” i.¢., at the very beginning of a country’s entry on a career of 
borrowing. However, even this is not conclusive evidence of the presence of 
excess borrowing, partly because the available balance-of-payments figures 
may conceal a real deficit over part of the year, and partly because investment 
income paid to foreigners may include an element of necessary and indis- 
pensable remuneration for entrepreneurial services rendered, in the shape of 
profits. Indeed, foreign entrepreneurship in backward countries may have 
“demonstration effects ” which (unlike those stressed by Professor Nurkse) 
may act as a catalyst for the growth of domestic enterprise and of output. 
These last considerations are the more likely to be of importance, the higher 
is the ratio of equity investment income in total foreign investment payments 
and the higher the ratio of foreign to total investment. On both scores there 
isa stronger prima facie reason for suspecting the presence of excess borrowing 
in the United States case than in the cases of the various more backward 
countries examined by Mr. Myint. 

Conversely, a deficit on visible and invisible trading account is not 
evidence of the absence of excess borrowing. For excess borrowing occurs, 
whether or not a country runs a real deficit, to the extent that the situation 
in the borrowing country is such that a reduction of liquidity preference on 


1 See H. Myint, “‘ The Gains from International Trade and the Backward Countries”, The 
Review of Economic Studies, Vol. XXII, No. 2, p. 138. 
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the part of the Banks or the public, associated with larger domestic and 
smaller foreign placements of securities, would not itself affect the course of 
production and trade in a manner adverse for growth.! 

Thus, during the period 1900-13 when her imports of capital rose to a 
crescendo, Canada ran a large deficit on visible and invisible trading ac- 
counts. But at least one commentator on “‘ Capital Importation,” writing 
in the mid-thirties, felt it appropriate to discuss the course of events during 
1900-13 in very similar terms to those I have just used in relation to the 
United States. He wrote: 


“* Capital development was necessary . . . and in a new country, 
like Canada, it was a tradition that capital should come in from abroad. 
. . . The bulk of the foreign borrowing remained for a time as a foreign 
asset of the Banking system. . . . There is an element of truth in the 
idea that, given a determination to develop our country, and given a 
willingness on the part of the Banking system to impart the initial 
impulse by rather free lending policies, it is possible that, with our 
domestic gold production, there was no particular reason in 1900-13 
why we ourselves could not have financed our development without 
recourse to British investors. Under pressure of necessity, we developed 
a domestic Bond market and financed heavy war expenditure in a way 
somewhat analogous to what I have in mind.” ? 


Any analysis along such lines is in some danger of turning into a historical 
anachronism. ‘There are what Mrs. Robinson calls “ rules of the game.” 
What is respectable, and therefore possible, changes through time, and is 
different in peace and in war. There may well, therefore, be an important 
sense in which any excess borrowings in the nineteenth century, and later, 
may be regarded as having been necessary in some sense. Moreover, given 
the “‘ rules of the game,” variations in the desire of British and other inves- 
tors to lend abroad may have had an important causal role to play in growth, 
in providing finance which enabled investment to proceed. Conversely, 
finance could at times be a bottleneck. But there is nothing to be gained 
from thinking that nineteenth-century exports represented real resource 
transfers essential for the growth of production in developing countries if in 
fact they were nothing of the sort. 

3. In trying to decide whether or not a given rate of long-term borrow- 
ing from abroad represents excess borrowing in some sense, it is not suffi- 
cient to follow the course of borrowing and of mounting interest charges 
in relation to short-term capital and gold movements. It is also necessary 


1 Mr. Myint’s discussion of what I have called excess borrowing is confined to the consideration 
of a course of events in which no real transfer occurs, but this is an unnecessary restriction, cf. H. 
Myint, op. cit., p. 138. 

2 Cf. J. C. Elliot, The Importation of Capital into Canada—its Effect and the Possibilities of its Control 
Pt. III, Chapter III of The Canadian Economy and its Problems (ed. H. A. Innis and A. F. W. Plumtre), 
Toronto, 1934, pp. 224, 228 and 242-3. 

3 Cf. Joan Robinson, The Accumulation of Capital, p. 4. 
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to take a view about the extent to which imports of goods and services into 
the borrowing country could be replaced without a fall in its real domestic 
consumption or investment. ‘This is obviously a possibility when there are 
unemployed resources at home or when domestic productivity is unneces- 
sarily low.1 Also, any borrowing or sale of old assets to foreigners which 
occurs in a situation in which the exports of the borrowing (or asset-liquidat- 
ing) country are depressed below capacity in volume or in aggregate value 
because the rest of the world has lapsed into unemployment, also represents 
excess borrowing to the extent of the shortfall of exports below their full- 
employment value. It is only when excess borrowing in all of the above 
senses is zero that imports of capital are unambiguously of equivalent assis- 
tance to growth in developing countries. 

The possibility, in practice, of eliminating excess borrowing by import- 
replacement may be limited by the rules of the game in this case also. 
Indeed, there may be a danger of penalties, like retaliation, being attached 
to breaches of the rules. But this is not inevitable, because some players 
may believe the rules to be so beneficent that they continue to follow them 
in the face of breaches of them by others. 

Where excess borrowing results from a shortfall of exports due to lapses 
from full employment abroad, it may be impossible to take any domestic 
action which will eliminate the need for borrowing if growth is to continue. 
But borrowing associated with such a course of events would still fall within 
the scope of the definition proposed at the beginning of this paper, since the 
imports of capital corresponding to it would not be unrequitable. Foreign 
savings would be drawn on, in this case, not because domestic capacity to 
save was insufficient to support the actual rate of domestic investment, 
but only because actual domestic saving was being depressed below capacity 
by foreign failure to maintain full employment. 

4. There has been, I believe, a tendency to think, at least of nineteenth- 
century capital exports, and probably also of later capital exports as well, as 
ifexcess borrowings in all of the above’senses hadjbeen zero throughout, so 
that the £4,000 million of British assets accumulated in the course of the 
nineteenth century, for example, have been regarded as a minimum measure 
(which does not allow for real structures remaining after defaults) of the 
additional real capital formation resulting abroad from the activities of 
British investors. 

This view is a hangover from classical theory. The classical habit of 
regarding sustained deficits and surpluses in balances of payments as 
sufficient evidence in themselves that equivalent real transfers accelerating 
growth in deficit countries are taking place is valid only in regard to current 
deficits of socialist countries. In those countries the assumption of Say’s law 
is valid, and, in addition, there is no occasion to overborrow for reasons con- 
nected with liquidity preference. Hence, in transactions between socialist 
? An interesting example from Indian history is referred to by Mr. Myint, cf. op. cit., p. 140, n. 2. 
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countries, all surpluses represent output foregone, at the expense of consump- 
tion or investment, and, in peace-time at least, all deficits are likely to re. 
present contributions to growth and to capital formation. This is because 
socialist borrowing countries, like capitalist borrowers, have to pay interest 
charges on their debts. Consequently, even if the commodities transferred 
in connection with a loan agreement among socialist countries are in the form 
of consumption goods, we may reasonably assume that this contributes to 
capital-formation. For the fact that it has been found desirable to arrange 
for a loan in this form may itself be taken as evidence that, if the loan had 
not been possible to arrange, then an abatement of domestic investment 
would have commended itself to the borrowing countries’ authorities. 

5. The classical view cannot, as we have seen, be applied to deficits of 
private-enterprise economies. Looking at the matter from the point of 
view of the lending countries in the nineteenth century, Imlah’s statistics 
show that Great Britain made no sustained real transfer on a significant scale 
on visible and invisible trading account after 1825. At that date her stock 
of foreign assets is put at less than £100 million.1 The subsequent growth 
of this stock to £4,000 million in 1913 resulted from a partial reinvestment of 
interest and profits due to Britain, and show the power of compound interest. 
Keynes was, as usually, on the right track when he calculated that taking 
Drake’s treasure at compound interest, it would accumulate to something 
close to £4,000 million by 1913. 

The position of the other major nineteenth-century lending countries was 
similar. The United Nations pamphlet on International Capital Move- 
ments during the inter-war period points out that during the forty-year 
period between 1874 and 1914—which was the heyday of foreign invest- 
ment—when the long-term investments of the three chief lenders, the United 
Kingdom, France and Germany, rose from $6,000 million to $33,000 
million—the total of the estimated capital exports from these three countries 
roughly equalled their aggregate income from the investments. The 
average annual income was about 5%. Aggregate international invest- 
ments tended to double every twelve or thirteen years.2_ As these three 
countries accounted for about three-quarters of all outstanding international 
investments at the outbreak of the First World War, it is clear that the 
United States experience of receiving no real transfer, and running up in- 
creasing debts to finance increasing interest payments, was the average 
experience, and not an exception. 

One’s suspicions of excess borrowing which are aroused by these figures 
are strengthened when one looks for signs of excess borrowing in the two 
other senses which I have distinguished. What stands out in this connection 
is that although the rate at which a country like Britain was acquiring 


1 Cf. A. H. Imlah, op. cit., pp. 234 ei seq. 
2 United Nations, Department of Economic Affairs, International Capital Movements during the 


Inter-war Period, 1949, p. 1. 
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foreign assets from abroad did tend to fluctuate directly with the trade cycle— 
being, as a rule, higher during world booms than during world slumps— 
it nevertheless generally remained positive in slumps. In some periods of 
falling world activity British capital exports actually rose.1 There is, of 
course, no reason why this should not have happened, say, when British 
imports fell more than exports. A country, like an individual, can acquire 
securities from abroad without causing additional capital formation to take 
place abroad. What seems clear from these figures without elaborate 
further research is that capital exports associated with falling export and 
import values and volumes all round connote a situation in which debtor 
countries taken together are borrowing or selling off securities to cover 
deficits, which are not developmental ones. In other words, these borrow- 
ings or sales of securities are at least partly “‘ excess ’’ in the sense that they 
would diminish or disappear, without causing a fall in output in the borrow- 
ing country, if activity were higher outside the borrowing country, or if, the 
rules of the game permitting, the borrowing country cut its imports, replac- 
ing them from additional home production. 

6. So much for the relationship between capital exports and growth in 
debtor countries during the nineteenth century. What about the effect of 
capital exports on growth in the creditor countries? It is an odd fact that 
while mistaken classical and Marxist views about capital exports affording 
a measure of the amount of growth caused in borrowing countries by the 
action of investors in lending countries have, on the whole, continued to 
survive, at least in relation to nineteenth-century experience, the effect of 
capital exports on growth in the lending country has, for some time now, 
been usually regarded in a more sophisticated manner. This may reflect 
the ascendancy of Keynes over the Classics, or of Rosa Luxembourg over 
Lenin. In any case, Mr. Cairncross informs us that Fullarton was an 
early nineteenth-century exponent of the new-fangled view that, pace the 
dassics, rather than having more capital investment at home, we might 
have had less or none at all if less had been invested abroad.2, However, it 
can hardly be said that a clear consensus of opinion exists in relation to this 
matter. 

An ultra-new-fangled view has been put forward by Mr. Kurt Martin. 
He suggested that if—as we saw tended to be the case in the nineteenth- 
century lending countries—the balance of payments on current account 
nses through time for no other reason than that net interest receipts are re- 
lent, then, the balance of payments on visible and invisible trade account 
being given, there is no tendency for the increasing current account surplus 
to raise output, employment or prices in the lending country.* This pro- 


1 E.g., in 1883-86. 

* Cf. A. K. Cairncross, Home and Foreign Investment 1870-1913, p. 232 n. 

* Cf. K. Martin, ‘‘ Capital Movements, the Terms of Trade and the Balance of Payments,” 
Bulletin of the Oxford University Institute of Statistics, 1949, pp. 363-4. 
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position is correct if, and only if, it is also the case that the marginal pro. 
pensity to save of the owners of foreign investments equals unity. Mr. 
Martin does not fail to specify this condition, but he assumes what he has 
to show in relation to the British historical case. For even if, in fact, rising 
surpluses arising from increasing interest-income were fully re-lent each year, 
this would not in itself be evidence that the marginal propensity to save js 
unity. In a perfect capital market a combination of a positive marginal 
propensity to consume home goods with a zero marginal propensity to im- 
port would itself tend to preduce the rate of foreign lending required to 
match the growing surplus on income account, if with a time lag, while the 
desire to lend abroad may itseif shift in such a way as to provide the required 
rate of lending without any time lag. And, in fact, net interest receipts 
were not fully re-lent. 

However, the marginal propensity to consume home goods out of rising 
interest income on foreign securities may well have been low in Victorian 
conditions, both absolutely and relatively to the marginal propensity to 
consume of all income recipients. As the balance on visible and invisible 
trade account tended to be zero or negative in Great Britain over the most 
part of the nineteenth century, we may agree with Mr. Martin to the extent 
of saying that Britain’s capital exports probably did not exert a powerful 
stimulus to growth in this country, at any rate in a direct manner. 

This is most definitely not to say that foreign transactions did not exert a 
powerful stimulus of this kind. Indeed, I believe that the repercussions of 
Britain’s decision, in the mid-nineteenth century, to experiment with Free 
Trade were the essence of the growth associated with the secular boom of the 
nineteenth century in Europe and overseas. This, however, did not depend 
on balances of payments, but on the effects of Free Trade in causing shifts in 
the marginal efficiency of capital, the effects of which on investment, in their 
turn, reacted on volumes of trade, in a way which set up tendencies for 
cumulative expansion in the peculiar geo-political circumstances of that 
time.? It is only to the extent that these developments would have been 
hampered, given the rules of the game, by alternative methods of financing 
foreign growth in the nineteenth century, that British Foreign Investment 
can be said to have done much for growth in this country at that time. 

7. Little need be said about the inter-war period, when there was com- 
paratively little growth, and it is rather obvious that capital exports had little 
to do with what growth there was. The main borrower was Germany. 
She maintained a long-term rate of interest of 8-10%, had an army of un- 
employed and generally pursued respectable economic policies. She was 
provided with enough long- and short-term loans to pay reparations, to meet 
the gap in her foreign exchange income caused by the loss of her confiscated 


1 Cf. Joan Robinson, Essays in the Theory of Employment (2nd ed.), pp. 149-50. 
2 For a suggested explanation of the secular boom of the nineteenth century along these lines 
see my contribution to Economics, Odhams New Educational Library, Chapter VIII. 
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or sunk Merchant Navy and of her foreign assets, and to rebuild some gold 
reserves. ‘That borrowing abroad was not essential for growth in Germany 
was demonstrated by the Nazi economy under Hitler. That it was not 
essential in a very great many other countries either, whether they were 
developed or underdeveloped, was clearly shown by experience in the two 
World Wars. For example, in the First World War the United States, 
which had been the largest single borrower before the War, found it possible 
to increase her production immensely during the War, even though she had 
ceased to borrow. Indeed, her production increased sufficiently to provide 
her with current account surpluses sufficient to enable her to repatriate her 
outstanding debt, and to become a leading creditor nation. 

In the Second World War a number of underdeveloped countries were 
able to increase their domestic output at a rate which compared favourably 
both with their own rates of growth in the inter-war period and with rates 
of growth in industrial countries.1_ This, even though most of them had 
been borrowers in the inter-war period and had ceased to borrow during the 
War, and in many cases had reduced or more than eliminated their debtor 
positions, and had been cut off from normal import supplies of raw materials 
and capital goods. For example, in India real National Income was esti- 
mated by Rao to have increased by 19% in the four years between 1939 and 
1943, and industrial output by 60%. At the same time India’s sterling debt 
of almost £300 million in 1939 was transformed into a net credit position of 
just over £1,000 million by 1945.? 

8. Some very queer and confusing things are being said about the relation- 
ship between capital exports and growth in the recent post-war years. It is 
pointed out that capital exports have been small since the Second World 
War. We are told by the United Nations that the outflow of private long- 
term capital from advanced industrialised countries has, in recent years, 
been running at a rate of only } of the outflow in the 1920s.3 Calculations 
are made by Professor Paish which show that Great Britain’s recent rate of 
capital export of about £60 million per annum compares with £800 million 
in 1913 at present prices. Professor Paish also draws attention to the fact 
that G.N.P. has increased by 70% in this country since 1913, the inference 
seeming to be that an equivalent increase in our capital exports, to £1,360 


1 Cf. United Nations, Department of Economic and Social Affairs, Processes and Problems of 
Industrialization in Under-developed Countries, Appendix A, pp. 127 et. seq. 

* Cf. A. R. Prest, War Economies of Primary Producing Countries, pp. 38,55. Both the increases in 
production and the changes in net sterling debt were very largely the result of British military 
expenditures within India itself. There was thus no significant increase in the Indian surplus on 
goods and services moving over her frontier. The military payments to India may thus be regarded 
as having balance-of-payments effects somewhat analogous to those of gifts. Even if the increase 
in the Indian ownership of sterling balances is disregarded for these reasons, there remains the fact 
that considerable increases in Indian production were achieved, without incurring deficits on visible 
and invisible trade account during these years. Cf. A. R. Prest, op. cit., p. 58. 

* United Nations, Department of Economic Affairs, The International Flow of Private Capital 
1946-1952, p. 10. 
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million per annum, would not necessarily be extraordinary.! Professor 
Nurkse calculates that if the United States capital exports were on the same 
scale in relation to G.N.P. as was the British in the late nineteenth century 
and early twentieth century, she would be investing abroad at an annual 
rate between $12 and 20 billion, according to the precise period chosen for 
Britain,” rather than at the present rate of the United States own capital 
export, which is only in the neighbourhood of $1,500 million, and is, more. 
over, exceeded by the net interest income of the United States, as well as 
being matched by an equal volume of Foreign Investment in the United 
States. 

Now these facts and others of the same kind are taken up by writers 
ranging from Professor Paish to Mr. Harold Wilson,® as so much incontro- 
vertible evidence to the effect that the advanced industrial countries in 
general, and we in Britain in particular, are doing less than we have been 
in the past, and also less than we should be doing, to help growth along in 
the rest of the world—and particularly in underdeveloped countries. 

This line of argument appears to be a perfect example of a non sequitur, 
for several reasons. First, and most obviously, the figures I have given of 
capital exports exclude all grants and aid, which appear on the debit side of 
the current account, and do not appear as foreign investment. United 
States grants, other than military aid, have run at around $2 billion in 
recent years, and were, of course, much higher still in 1948-51. 

Secondly, I have argued that, in private enterprise economies, the fact 
that capital exports are taking place cannot be interpreted as evidence that 
growth is being assisted in the borrowing countries. When what I have 
called excess borrowing is taking place, a decline in borrowing may increase 
the rate of growth in the erstwhile borrowing countries. A great deal of 
borrowing in the past may well have been of this excess borrowing type. 
Hence, the fact that foreign investment has declined cannot create a pre- 
sumption that this entails a decline in the amount of assistance to growth 
being given by the advanced countries. 

When we examine the changes which have been associated with the 
decline of the rate of capital exports of advanced countries, we find a number 
of these to be of such a kind that they entail a reduction in excess borrowing 
and at the same time, an increase in the rate of growth of output in erst- 
while borrowing countries, including the underdeveloped countries. 

Excess borrowing has probably been reduced in respect of each of the 
three ways in which it can arise, whether our comparison is made with 
reference to the 1920s or to the nineteenth century. 

First, the two World Wars have been financed in such a way that a 
redistribution of international claims to wealth away from the advanced 


1 Professor F. W. Paish, ‘‘ Britain’s Foreign Investments: The Post-war Record,” Lloyds Bank 


Review, July 1956, pp. 23-4. 2 Cf. R. Nurkse, op. cit., p. 745. 
3 Cf. Harold Wilson, M.P., The War on World Poverty, pp. 86, 94. 
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industrial countries, and in favour of the less-developed and poorer coun- 
tries has taken place. This is obvious in the case of Great Britain. I be- 
lieve it may also be true of the United States, as of the time of cessation of 
hostilities in the Second World War. 

This has meant a reduction of the need for borrowing to meet interest 
payments which loomed so large in the nineteenth-century picture of capital 
exports. ‘To the extent that this has been the cause of reductions in capital 
exports, it has entailed a clear gain to the erstwhile borrowing countries. It 
helps rather than hinders their growth. Underdeveloped countries in 
particular often dislike the idea of getting indebted to advanced countries. 
This is precisely what they were enabled to do less of by the effect of war-time 
redistributions of wealth on their foreign-exchange commitments. More- 
over, the extent to which fresh excess borrowing is occurring at the present 
time has probably been much diminished by the increase in sophistication in 
regard to banking, finance and foreign-currency budgeting which has taken 
place in a great many underdeveloped and other borrowing countries. I 
conclude that, on this score, declines of capital exports since both the 
nineteenth century and the 1920s have benefited the borrowing countries. 

Next, it seems clear that excess borrowing on account of unduly high 
propensities to import has diminished. ‘The rules of the game have been 
modified, if not on paper, then in practice. Independent borrowing coun- 
tries, especially in underdeveloped areas, practise selective systems of 
import control on a large scale. The proportion of the imports of borrowing 
countries which could be replaced from home sources without reducing real 
consumption (or the rate of growth) has undoubtedly fallen. 

Any decline of capital exports on this score since the 1920s or the nine- 
teenth century must, by definition, also have helped growth in borrowing 
countries. 

Thirdly, owing to the high levels of activity which have obtained in 
advanced countries since the War, excess borrowings due to shortfalls of 
exports resulting from less than full employment in the world at large have 
certainly been less than in the 1920s, and may also have been less than on 
the average of the late nineteenth century. Any declines of capital exports 
on this score have also helped growth in borrowing countries. 

I have no wish to argue that the foregoing factors necessarily account for 
the whole decline of capital exports since 1913. It may well be that the 
inducement to invest outside the advanced industrial countries of the 
present day is less than was the corresponding inducement in nineteenth- 
century conditions. This is Professor Nurkse’s theme in his 1954 Economic 
Journat article. The question of the extent to which this may be true 
cannot, I think, be discussed without raising fundamental and unsettled 
problems of growth theory. 

But to the extent that it really is true, the advanced industrial countries 


cannot be blamed for it. 
No. 267.—voL. LXxvt. HH 
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9. It is quite possible that the advanced countries have never done more 
than they are doing now, to help growth in the rest of the world. It must be 
stressed that this suggestion relates to the amount of actual assistance being 
given to actual growth. It is made without prejudice to the wider, and very 
important question of how far potential growth in underdeveloped countries 
may be frustrated by mistaken advice pressed concerning the rules of the 
game they should follow. It seems impossible to discuss this question 
satisfactorily in the present state of the theory of economic development. 

Increases in the sterling balances held by our colonies have sometimes 
been interpreted as providing evidence of the contrary, at least in relation to 
the areas concerned. It has been suggested that growth and capital accu- 
mulation in the colonial areas is hampered (while at the same time it is 
assisted in Great Britain) by these apparently perverse movements of capital. 
It can be seen from reasoning analogous to the above that neither of these 
things need be true. In colonial, as in other private-enterprise economies, 
it is easy to imagine circumstances in which their running current-account 
surpluses would assist their growth and development, while running import- 
surpluses could hamper it. It is necessary to show that colonial lending to 
Great Britain is “‘ excess lending,’ before it can be criticised. Excess lend- 
ing could be said to exist only to the extent that sterling balances in excess of 
minimum requirements were held in London while at the same time desir- 
able and practicable investment (or consumption) projects were (for some 
inadequate reason) prevented from going forward in the colonies. In the 
nature of the case, the existence of such a situation cannot be demonstrated 
by reference to the size of the balances alone. But it is quite possible that 
some colonies do in fact suffer from both excess lending, and excess borrow- 
ing, simultaneously.! 

It also follows from the foregoing that it is not appropriate to define our 
targets for assisting development in the Commonwealth, and elsewhere, in 
terms of a surplus of, say, £300 million or any other amount of this kind. 
The attainment of this target, as announced by Mr. Butler, was to serve to 
reduce our debts and increase our reserves as well as to assist development 
abroad. A target in the form of a balance is meaningful in the context of 
aiming at the first two of these objectives, but not in relation to the third— 
except in our dealings with socialist economies. Most of the countries we 
would wish to assist would not be helped by cuts in our imports from them, 
or by expanding those of our exports to them which compete with their 


domestic industries. 
Joun Knapp 


Oxford. 


1 See the cogent point made in this connection by Mr. A. D. Hazlewood in his article “ The 
Economics of Colonial Monetary Arrangements,” published in Social and Economic Studies, Institute 
of Social and Economic Research, University College of the West Indies, V 1. III, No. 34, p. 312. 
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AN INVESTIGATION INTO SOME ALLEGED CONTRA- 
DICTIONS IN WELFARE ECONOMICS} 


. ProFEssOR HoGBEN, in the first chapter of his vastly entertaining book, 
Mathematics for the Million, tells of the mathematician Euler, who, before 
the court of Catherine the Great, challenged Diderot with the declaration, 


n 
si a =x, donc Dieu existe—respondez!”’ Innocent of the language 
f of mathematics, Diderot lost his nerve and left the court in mortification. 
° When Arrow’s Social Choice and Individual Values first appeared in 1951 


some of us, I fancy, must have felt, like Diderot, that we were being rather 
* | grossly imposed upon. Here was a parade of unfamiliar symbolism having 
s, all the carmarks of high rigour and thoroughness. And it followed—or so 
we were told by well-meaning colleagues—that welfare economics had 
ceased to exist. Any endeavour to construct a satisfactory social-welfare 
function was apparently doomed to dissolve into contradiction, an im- 
pression which seems to have persisted despite occasional attacks on Arrow’s 
of thesis.2 This paper may be regarded as an endeavour to correct this im- 
pression and in particular to vindicate the New Welfare Economics by 
demonstrating that the alleged contradictions arise, in the last resort, from 
the acceptance by Arrow of propositions to which welfare economists have 


: usually taken exception.* 

" We should be quite clear in our minds that Arrow’s critique is not of 

A the ordinary variety, and it may be useful to emphasize this by a brief 
review of the more familiar objections to an economic theory of welfare 

1" | prior to fastening our attention on the relevant parts of Arrow’s argument. 

in 

4 1 I am indebted to S. A. Ozga of The London School of Economics for help in making this 

: paper much more readable than it would otherwise have been. 
to 2 Some of these attacks have taken the form of modifying his conditions in order to admit 
nt interpersonal comparisons of utility. See for, example, J. C. Weldon, ‘‘ On the Problem of Social 


of Welfare Functions,” Canadian Journal of Economics & Political Science, 1952; Murray Kemp and A. 
Asimakopulos, “‘ A Note on Social Welfare Functions and Cardinal Utility,”” Canadian Journal of 
- Economics & Political Science, 1952 ; Clifford Hildreth, “‘ Alternative Conditions for Social Orderings,”’ 
ve Econometrica, 1953. Others have pursued a more philosophical approach; for example, I. M. D. 
Little, “ Social Choice and Individual Values,” Journal of Political Economy, 1952; Jerome Rothen- 
berg, “‘ Conditions for a Social Welfare Function,” Journal of Political Economy, 1953; James M. 
Ir Buchanan, “ Social Choice, Democracy and Free Markets,” Journal of Political Economy, 1954. 
Both types of paper, however, appear to have accepted the purely technical arguments which are 
being questioned here. 

’ Arrow, it may be recalled, set himself the following problem: given the order in which each 
individual ranks all alternative social states, is there any rule by which we can formulate an ordering 


he of these social states by society which satisfies apparently reasonable conditions. Chief among 
ite these conditions are: (i) positive association of social and individual values; (ii) independence of 
2. irrelevant alternatives (that is to say, if one alternative is removed from the environment the 


ranking of the remaining alternatives must not be affected) ; and (iii) the social-welfare function is 
not to be imposed either by custom or the individual. See Chapter ITI, op. cit. 
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I 


The New Welfare Economics has always been exceptionally vulnerable 
to the attacks of those who continue to regard it as a body of doctrine to 
which policy decisions may be referred. If it is accepted, rather, as an 
attempt to construct a logical scaffolding, itself as free as possible from value 
judgments, but so fashioned that it can accommodate itself to various systems 
of values, some of these attacks are seen to have been misdirected. True, 
to make a start, the scaffolding had to be raised on some ethical foundation 
and, in the event, the one chosen was that which could fairly claim a wide 
consensus—that a situation in which one individual was better off and no 
individual was worse off was an improvement in welfare for the community. 
This, and no more, was to form the base of the New Welfare Economics, 
The vital question of distribution was to be left open to be determined by 
value judgments which might vary over time and in different place, and as 
between individuals at a particular time and place, while headway could be 
made in the logic by the device of hypothetical compensation. 

If it is further acknowledged that the subject is stili in its infancy we 
may take a more lenient view of its more obvious shortcomings. For 
instance, neither the existence of uncertainty nor of the interdependence 
of individual welfares has been integrated into the body of welfare economics, 
though we may look to the efforts of the future to achieve these desiderata. 
Other limitations, such as the inevitable change of tastes and of population 
over time, seem at present to be intrinsic and inescapable. 

All this and perhaps more must be frankly acknowledged. And it is to 
be hoped that the acknowledgment will act as a stimulus rather than as 
a curb to further developments in welfare theory. Nothing in Arrow’s 
thesis, however, reveals new and unsuspected difficulties for the New Welfare 
Economics. So far as I can see, no implicitly contradictory assumptions 
have come to light; no error in logic has been uncovered. 

There are, notwithstanding, essential parts of Arrow’s essay which 
seem on a first reading to divulge inherent contradictions in welfare eco- 
nomics. In particular, I am thinking of his Chapter IV on ‘‘ The Com- 
pensation Principle” and his Chapter V on “‘ The General Possibility 
Theorem,” which impel him to the negative conclusion that the only 
satisfactory (non-contradictory) methods of passing from individual to 
social choice are imposed or dictatorial.2 An examination of the arguments 
of these two chapters immediately follows. 


1 Nevertheless, it is consoling to believe that in certain fields of investigation where changes in 
tastes and interdependent welfares have limited relevance, the theory has some applicability. 
Indeed, it would be shameful if it were otherwise, since a great deal of applied welfare economics is 
written into recommendations and reports, both national and international, which apparently 
carries weight under the guise of economic expertise. 

2 Op. cit., p. 59. 
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II 


After an extensive discussion of the Compensation Principle in his 
Chapter IV, Arrow takes issue with it. ‘* We shall show by means of an 
example,” he says,' “‘ that Scitovsky indifference is not transitive and 
hence that the Scitovsky compensation principle is not a social welfare 
function satisfying Condition 1.” ? 

Now Scitovsky illustrates the possibility of the compensation principle 
yielding apparently contradictory results with the aid of community in- 
difference curves which have the property that the rates of substitution 
between pairs of goods are the same for each individual.* This property 
is not made explicit in Arrow’s Table,‘ and since there is nothing to inform 
us to the contrary, I assume that the rate of substitution of commodity one 
for commodity two differs in any situation for the two individuals. Never- 
theless, we can quite easily translate the intent of Arrow’s argument into the 
language of Scitovsky without any injustice to the former. 

The three curves in the diagram are community indifference curves. 
The intersection of J, and J, reveals that some individuals on J, are better 
off and others are worse off than on J,. We define a community indifference 
curve I’, as comparable with I, if the combination of goods at any point along 
the curve J,’ is so distributed that either (i) each individual is as well or better 
off than he is on J,, or (ii) each individual is no better off or is worse off 
than he ison J,. Thus a comparable curve /’, passing through x (not shown 
in the diagram) will be at all points to the right and above J,. On the com- 
pensation principle, then, x is preferred to y. 

We can now construct a curve J’, (not shown in the diagram) passing 
through y and comparable with J,. Since at all points this will be above 
and to the right of J,, » is preferred to x on the compensation principle. 
Ifx is preferred to y and » is preferred to x, then, says Arrow, if we used the 


1 Op. cit., p. 44. 
* His Condition | states that the social-welfare function is defined for every admissible pair of 
individual orderings (op. cit., p. 24). ' 
° 'T. de Scitovszky, “‘ A Reconsideration of the Theory of Tariffs,” Review of Economic Studies, 
Volume 9, 1942. 
* Op. cit., p. 44. 
5 If I am right, then the sort of contradiction which Arrow discusses can be demonstrated with 
the familiar box diagram, in which the quantities of commodities one and two are to be divided 
between two individuals. It can arise only when the distributions being compared exclude those 
represented by the contract curve. For, on the Compensation Principle, any distribution repre- 
sented by a point on the contract curve is unambiguously potentially superior to any point off the 
contract curve inasmuch as by moving along the contract curve—-by a redistribution of the product 
between the two individuals while maintaining at any point the same rate of substitution for each— 
both individuais can be made better off than they would be at any point which is not on the contract 
curve. 
The more significant case, as seen by Scitovsky, arises when this exchange optimum between.the 
individuals already obtains (by definition of his community indifference curves). The contradic- 
tion then manifests itself in the choice by the community of different bundles of goods. 
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Scitovsky convention we must say the community is indifferent as between 
x and y. 

The same argument may now be used to demonstrate that the community 
is indifferent as between y and z. 

If x is indifferent with y, and » indifferent with z, transitivity entails 
that x and z are indifferent. Yet it is clear from the diagram, z being to 
the north-east of x, that z is unambiguously (potentially) superior to x: each 
individual in situation z could have more of each good than he has in 
situation x. Since the community cannot at the same time be indifferent 
as between x and z and prefer z to x, we are led into contradiction by accept- 
ing Scitovsky’s indifference as transitive. 


COMMODITY a, 











COMMODITY 1 
Fic, 1 


This result should hardly surprise us. If you begin with a contradiction, 
open or hidden, and call it by another name, say “indifference,” by 
appropriate inferences you will arrive at a contradictory conclusion. All 
that Arrow succeeds in demonstrating, then, is that if you call a contradic- 
tion by another name its contradictory character remains. 

Of course, he may point out that Scitovsky himself appended the term 
‘* indifference ’’ to this paradoxical situation. But if he did so,! then he 


1 To quote Scitovsky, Joc. cit., pp. 94-5, ‘‘ If [the community indifference curves through two 
given situations] intersect, . . . according to our convention we must regard the two situations 
as equally good.” 

It does appear that Scitovsky is regarding J and JI as equally desirable in circumstances where 
there appears to be a contradiction. But it may be doubted whether he would have agreed to 
remain indifferent between them with a view to forming a welfare function. So far as I know, no 
welfare propositions have been advanced which makes use of this notion of indifference as a transitive 
relation. In this instance at least it seems that Arrow has been attacking a straw man. 
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had no right to. And in an impartial re-appraisal of welfare propositions 
Arrow was not obliged to follow his malpractice. 

Nonetheless, the nature of the apparent contradiction first pointed 
out by Scitovsky 1 can be made intelligible. Let J and J/ in Fig. 2 be 
alternative product aggregates facing a community of two individuals, J/ 
containing a little more of X and a little less of Y than J. If the rectangle 
indicated by OJ is regarded as the familiar box diagram, ORI are points 
on the contract curve for the two individuals, with R denoting the existing 
division between them of the product J. In a like manner, OSJI are three 


"h 























Y 
x 


Fic. 2 


points on the JJ contract curve with S as the resulting division of JJ between 
the individuals whenever JJ is reached. 

The community indifference curve C,, representing a proper sum- 
mation * of the two individual indifference curves touching at R, passes 
through J at an angle parallel to that of their mutual tangency at R, which 
means that the distribution at R uniquely determines the rate of substitution 
for each individual in the community. In Fig. 2 the angle at which C, 
passes through J is steep—suggesting a high marginal valuation of X relative 
to Y—so that C, will almost certainly pass below J/. If, as in Fig. 2, it 
does so we may construct C’, comparable with and above C, to pass through 
the point JJ. On our definition of comparability C’, is a community 
indifference curve along which one or both of the individuals are better 


1 “ A Note on Welfare Propositions in Economics,” Review of Economic Studies, Vol. 9, 1941. 

* For a simple geometrical derivation of community indifference curves from individual 
indifference curves, see part iv of my paper, “‘ The Principle of Compensation Reconsidered,” 
Journal of Political Economy, 1952. 
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off, neither being worse off. Hence a movement to // is a potential im- 
provement in that with the product // the community as a whole can be 
made better off. 

In a strictly analogous fashion, beginning now with the JJ product and 
its accompanying distribution at S, we generate a community indifference 
curve C, to summarise the individual indifference curves which touch at §, 
C’, passes through J/ at an angle parallel to that of the mutual tangency 
at S, an angle less steep than that at which C, passes through J in order to 
suggest a high marginal valuation of Y relative to X. C, therefore passes 
below J, the implication being that for the new relative valuations of X and 
Y the community as a whole could be made better off with the J product, 
Once we recognise the connection between distribution and relative product 
prices the apparent paradox transpires to be a by-product of a very familiar 
phenomenon. 

We can, of course, always obtain a non-contradictable result by accept- 
ing a particular distribution of welfare as more worthy of consideration 
than any other. If we take this course, however, we are introducing an 
additional and, possibly, much less widely acceptable value judgment into 
the theory. If, on the other hand, we continue to restrict ourselves to 
potential improvements only, we are required to demonstrate that for all 
conceivable distributions of welfare JJ appears superior to J. Only if we 
can show this satisfactorily can we say that JJ is unambiguously superior 
to J. If we cannot show this satisfactorily we are not compelled to say 
anything. We are permitted to be modest and to say that on the basis 
of our criterion nothing may be inferred about the relative desirability of 
the two situations. 

If we agree to say nothing when the application of hypothetical com- 
pensation criteria issues in an apparent contradiction the example above 
resolves itself in the following fashion: on the basis of hypothetical com- 
pensation neither x and y are comparable situations nor are y and z. Only 
x and z are comparable, since for all conceivable distributions—for all 
comparable pairs of community indifference curves passing through x and z 
—z will be unambiguously potentially superior to x. 


Ill 


In considering Arrow’s Possibility Theorem we begin with a perusal of 
his prior Consequence 3, for it is at this point that the “ contradiction” 
is, so to speak, fed into the machine to emerge again as a contradictory 
conclusion in the theorem. 

In its simplest form Consequence 3 states! that if the two individuals 
comprising society have exactly opposing interests in the choice between 


1 Op. cit., p. 50. 














\- 
re 


<4 2? oe 


0 


id 


Ct 
ar 











1957] SOME ALLEGED CONTRADICTIONS IN WELFARE ECONOMICS 451 


two given alternatives, then society will be indifferent between the alterna- 
tives. In Arrow’s notation, if xP,y and _yP,x, then xIy.1 

His proof of this consequence proceeds by a reductio ad absurdum. ‘That 
is, he supposes the consequence is false so that we must conclude either 
xPy or yPx, but not xJy. Arrow goes on to show that the adoption of either 
xPy or yPx lead to propositions which are unacceptable.? 

Following the proof of Consequence 3 comes the simple Possibility 
Theorem.* Individual | has the ordering x, y, z while individual 2 has the 
ordering Z, x, 7. 

Since for both individuals x is preferred to _y, then 


xPy te so. 2. Se 
Further, since yP,z and zP, y, then (from Consequence 3) 

ylz Coe ee Se ee eee 
From (1) and (2) it follows that 

xPz oe Sey, ae ae ee (3) 
But xP,z and zP,x and therefore (from Consequence 3) 

xIz -. 2 2 Se ee ee 


Obviously (3) and (4) are not compatible. Arrow concludes from this 
that the assumption that there is a social-welfare function compatible 
with his reasonable conditions has led to a contradiction. 

The first thing to take issue with here is, again, the notion of indifference 
emerging from Consequence 3. From Arrow’s proof showing that x 
cannot be collectively preferred to y, nor y collectively preferred to x, the 
conclusion that x and » are treated indifferently by society follows only if 
we are constrained to order the two alternatives for society in one of three 
ways: xPy, yPx, or xIy. 


1 The argument can occasionally be abbreviated by following Arrow’s use of symbols. «x, 9, 
z,... are alternative social states (more particularly in the arguments which follow, alternative 
collections of goods). xPy means x is preferred to y, xJy means x “‘ is indifferent to” y, and xRy 
means x is indifferent or preferred to y—R being sometimes referred to as a “‘ weak ordering.” 

The subscripts refer to the individual; hence, xP,y and yP,x is to be translated: individual 1 
prefers x to y and individual 2 prefers y to x. The absence of a subscript indicates the preference 
ofsociety as a whole. Thus xJy means that society as a whole is indifferent as between the alterna- 
tives x and y. 

* The proof of this consequence (op. cit., p. 50) in brief takes the following form. Given that 
the ordering of the first individual is x, y, z, and that of the second individual is y, z, x, we have 
xP,y and yP,x, and therefore, by supposition, xPy. Since, in addition, both individuals prefer 
yto z, it follows that xPz. Hence it follows that when xP,z and zP,x, xPz. 

Now by changing the given orderings of the two individuals so as to make use of a preceding 
deduction of this kind, Arrow derives a series of such deductions or propositions, all of which make 
it apparent that society’s preferences coincide exactly with those of the first individual. Conse- 
quently, on Arrow’s definition (p. 30), the first individual is a dictator. But this is prohibited by 
his Condition 5, which states that the social-welfare function is not to be dictatorial. In an ana- 
logous fashion, by initially supposing that yPx when xP, y and yP,x, the second individual is made 
to appear a dictator. 

Hence, if in these circumstances neither xPy nor »Px is admissible, then, according to Arrow, 
Consequence 3 is proved. 
® Op. cit., p. 51. 
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In fact, in his Axiom 1? Arrow lays it down that one of these three 
relationships must exist between any two alternatives. Axiom | states 
that for all x and »y, either xRy or yRx; 1.¢., either x is preferred to » or 
indifferent to y, or y is preferred to x (or indifferent to x). No welfare 
economist would deny the application of this axiom to the individual. But 
most of us, I think, would not agree to have the axiom apply to the com- 
munity on the grounds that there may arise occasions when, say, the applica- 
tion of the method of hypothetical compensation does not yield an un- 
ambiguous result independent of the distribution of welfare among the 
individuals. For, as we have pointed out, the relative valuations of the 
goods themselves depend on this distribution. The traditional response 
to such a situation, Scitovsky notwithstanding, is to remain uncommitted— 
the method has its limitations. If this much is granted, we should surely 
remain uncommitted to any social ordering when the interests of the 
individuals are opposed to one another. 

Secondly, if, for argument’s sake, we agreed to say xJy whenever xP,) 
and yP,x, we must not go farther than that. We cannot agree, that is, to 
conferring upon this sort of “‘ indifference ”’ the status of a transitive relation, 
any more than we could in the Scitovsky contradiction which we discussed 
in Part II. Again, however, we should part company with Arrow for all 
his ordering relations, whether individual or social, are declared to be 
transitive in Axiom II, which states ? that for all x, y and z, xRy and jRz 
imply xRz. This is acceptable enough for the individual. It is acceptable 
for society only if we substitute for R the symbol Ri; i.¢., if for each in- 
dividual 1, xR,y and yR,z, then xRz.? This is essentially the cautious 
ethic at the base of the New Welfare Economics and rules out any transitive 
xIy other than that for each individual 2, xJ,y. 

In the absence of this stringent condition we can treat x/y as a transitive 
relation when xP,y and yP,x only if we accept the possibility of interpersonal 
comparisons of individual welfare * and if, also, a certain consistency con- 


1 Op. cit., p. 13. 

2 Op. cit., p. 13. 

3 Pretty much the same idea is expressed in Bergson’s Fundamental Value Proposition of Individual 
Preferences, which states that as between two alternatives between which all but one individual are 
indifferent the community will prefer one above the other or be indifferent as between the two 
according as that one individual prefers one over the other or is indifferent as between the two. 
See A. Bergson, “‘ A Reformulation of Certain Aspects of Welfare Economics,” Quarterly Journal 
of Economics, February 1938. 

4 Though he explicitly rejects measurable utility and interpersonal comparisons in his search 
for a satisfactory social-welfare function (op. cit., pp. 9-11), Arrow later on (of. cit., pp. 78-80 
investigates the method of majority decisions. With some limitations (single peaked preferences; 
the number of individuals is odd) he finds that this method satisfies his conditions. But the method 
of majority decision—even where limited so as to avoid the possibility of contradiction—surely 
entails interpersonal comparisons. If one thousand individuals vote for x rather than y and one 
thousand and one individuals vote for y rather than x, the majority decision in favour of y implies 
yPx only if: (i) we aim to maximise utility, and (ii) the choice of any individual has equal utility 
with that of any other. 
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dition is fulfilled, a condition violated by Arrow’s example. The condition 
for interpersonal comparisons to be consistent can be illustrated as follows. 
If individual 1 prefers » to z and individual 2 prefers z to_y, we may legiti- 
mately conclude yz: (i) if we seek to maximise the sum of the individual 
utilities, and (ii) if the difference in utility between having y and having z 
is the same (though opposite in sign) for the two individuals. This differ- 
ence in utility between y and z, exactly equal for the two individuals, may 
be denoted by U,,. Similarly, if individual | prefers x to z and individual 2 
prefers z to x, we may infer x/z: (i) if we aim to maximise the sum of the 
individual utilities, and (ii) if the difference in utility between having x 
and having z is the same (though opposite in sign) for the two individuals. 
This difference in utility is denoted by U,,. 

Since these two utility differences are for each individual the same, 
for both of them U,, is greater than, equal to or less than U,, (ignoring 
the signs). Any ordering of the three alternatives x, y and z by each 
individual must not contradict this consistency condition. For example, 
the condition would be violated if for one individual U,, were greater than 
U,,and for the other individual U,, were less than or equal to U,,, and any 
inference of social indifference between the alternatives from the opposed 
interests of the two individuals is illegitimate and must lead to a contra- 
diction. 

Now in the proof of Arrow’s Possibility Theorem individual 1 has the 
ordering x, y, Z, which implies U,, is greater than U,,. If we are to infer 
from the two individual orderings that xJz and yJz, then this condition—- 
U,, greater than U,—must also hold for the ordering of individual 2, 
which means that as the first individual prefers y to z and x to _» the other 
individual must prefer z to y and y to x. The only possible ordering for 
individual 2 is therefore z, y, x. From these two individual orderings no 
contradiction would arise. Using Arrow’s Consequence 3, it would follow 
from them: (i) that_yJz, and (ii) that xJz, whence xJy. And xIy also follows 
direct from these individual orderings. 

Arrow, however, does not use the ordering z, , x for the second individual, 
but instead uses an ordering z, x,y. Therefore, while for the first individual 
U,, is greater than U,,, for the second individual U,, is smaller than U,.. 
Consequently, x/z and_y/z may not be inferred from these orderings without 
contradiction—the contradiction which emerges in the conclusion of the 
possibility theorem. 

Of course, Arrow would not have us make interpersonal comparisons 
of welfare in deriving a social-welfare function. But if its use is implied 
in this concept of social indifference—and it should be implied if “‘ social 
indifference ”’ is to be regarded as a transitive relation when the individual 
orderings differ—it would be an unwarranted criticism of any welfare 
theory which does admit interpersonal comparisons that its use necessarily 
leads to contradictions. 
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IV 
Arrow interprets his Possibility Theorem as stating : 


** If we exclude the possibility of interpersonal comparisons of utility, then 
the only methods of passing from individual tastes to social preferences which 
will be satisfactory and which will be defined for a wide range of sets of in- 
dividual orderings are either imposed or dictatorial.” + 


In view of the arguments presented in this paper this conclusion no 
longer appears to be tenable. If we wish to derive a social ordering having 
the usual properties of rationality ascribed to individual orderings, only 
a “weak” unanimity of individual orderings can serve us without in- 
consistency. We shall say—and this, of course, is the ethical base of the 
New Welfare Economics—xPy if and only if xR,y for all 7, and xP,y for at 
least one individual. There is, then, to be no question of applying to 
society as a whole propositions such as Arrow’s Axiom J which are acceptable 
only for the individual unless we admit into our theory of welfare inter- 
personal comparisons. 

If, on the other hand, we prefer to advance the logic of welfare propositions 
while remaining neutral in the matter of distribution, and therefore have 
recourse to the device of hypothetical compensation, we must recognise a 
serious limitation: the possibility of apparent contradiction arising when 
we base a comparison of two situations on alternative distributions of welfare. 
Indeed, as already pointed out, it is only when for all conceivable distribu- 
tions of welfare one situation appears consistently superior to the other may 
we Say that it is potentially superior for society as a whole. 

Thus whenever the employment of the device of hypothetical compensa- 
tion yields contradictory results, or whenever the community is (evenly) 
divided in its choice, we must not be lured into attaching to either circum- 
stance the notion of “ indifference,’ certainly not a transitive “ indif- 
ference.” Ifwe grant this limitation, accepting as valid only unambiguous 
potential improvements in the community’s welfare, we may continue our 
investigations into the logic of the subject along the path pioneered by 
Kaldor, Hicks, Scitovsky, Samuelson and others. 

E, J. MisHAN 
The London School of Economics. 


1 Op. cit., p. 59. Italics in the original. 
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THE MICRO-FOUNDATIONS OF AGGREGATE DEMAND 
AND SUPPLY 


Tuis article attempts to construct an aggregate supply function without 
reference to what Keynes “ really ’’ meant. Unlike recent contributions to 
the Economic JOURNAL, it foregoes the attempt to link the concept, in 
detail and with supporting references, to Keynes. While discretion replaces 
valour, it remains beyond dispute that the very discussion must acknowledge 
the General Theory as the source and inspiration. 

I should like to elaborate the concept of aggregate supply as consisting of 
a schedule of money proceeds linked to employment, listed as case (iii)-(a) 
by Professor Robertson in his scheme of possible relationships.? Also, the 
concomitant concept of aggregate demand running in money rather than 
real terms, which has tended to become obscured in the concentration upon 
supply functions, can then be delineated,* while for both functions it is 
possible to do more to reveal their micro-economic foundations than has 
been the case in the series of papers. Although the objective here is pri- 
marily a concern with fundamentals, at another place I have applied the 
ideas toward the formulation of a determinate theory of money wages.‘ 
Interestingly, on the interpretation of aggregate demand and supply to be 


| offered, the concept of ‘‘ forced savings,’ which seems to have been hidden 


in the shadows since Keynes wrote, can be restored quite naturally into the 
scheme of things as a valid and commonplace phenomenon, and not just 
operative after full employment obtains. 

To facilitate the inquiry the following assumptions are made: (1) the 
labour force is a homogeneous class; (2) the stock of equipment is constant; 
(3) factor prices, particularly the money wage-rate, are given; (4) the 
production functions or labour—productivity relations for each product are 
known; (5) each firm is fully integrated; (6) each firm operates in a purely 
competitive setting and is animated by motives of profit maximisation. 
These assumptions are not uncommon in macro-economics. 


1 F, J. De Jong, ‘‘ Supply Functions in Keynesian Economics,” Economic JOURNAL, March 
1954; “‘ Comment and Rejoinder,” by R. G. Hawtrey and De Jong, December 1954; ‘‘ Comments,” 
by Sir Dennis Robertson and H. G. Johnson, and “‘ Rejoinder,” by De Jong, September 1955; “‘ A 
Further Note,” by Hawtrey, ‘“‘ Two Comments,” by Sir Dennis, and ‘‘ A Third Rejoinder,” by De 
Jong, September 1956. 

* Robertson, September 1955, p. 475. 

* Almost paradoxically, most of the discussion was concerned with the construction of the 
aggregate supply function, which is, I think, intuitively clearer than that of aggregate demand for 
the reason that it is possible to draw independent simultaneous supply curves for each industry and 
impossible to draw simultaneous demand curves, for each of the latter require, as a precondition, a 
knowledge of ruling prices in other industries. 

* “ A Macroeconomic Approach to the Theory of Wages,”’ American Economic Review, December 
1956, 
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I. AGGREGATE SUPPLY 


In Fig. 1 (a2) amounts of employment are measured horizontally and 
sums of money appear vertically. The <-function, as drawn and lettered 
X’, relates employment (JV) to proceeds (Z) and represents aggregate supply 
or aggregate proceeds; it associates amounts of V to expected Z-sums in the 
sense that each expected proceeds level generates a particular amount of 
employment. Symbolically, V = N(Z), with the inverse function Z = 2(N), 

Suppositions identical to those embodied in Z are at the bottom of the 
industry supply curve, which connects output and (expected or hypothetical) 
market price rather than industry proceeds, containing the latter totals 
implicitly. Whereas the industry supply curve is confined to a single 
commodity while the <-function encompasses the global product mass, 
still the one proposition correctly extended necessarily embraces the other, 
At the level of individual industries each £-sum is equivalent to the multiple 
of supply price times the associated output quantity, summated over all 
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industries and related to the amount of employment implicit in the particular 
output totals. In principle, Z will be a unique function if the industry 
supply curves are determinate and if the distribution of proceeds, for each 
expected aggregate volume of proceeds, is determinate. 
Diagrammatically, the proceeds function 2’ appears in Fig. | (a), while 
supply curves for industries A, B and C, as illustrative of all industries, are 
drawn in Figs. 1 (4), (c), (d) respectively. When aggregate proceeds of £, 
are expected, in the light of the estimated configuration of demand the out- 
put will be distributed among industries in amounts Q,°, Q,’ and Q;* 
With proceeds expected to be >, the corresponding outputs will be Q,’, 
Q,°, Q.°, etc. Expected proceeds in each industry, when Z, is expected in 
the economy, would equal P,°Q,*, P,’Q,° and P,‘Q,‘, and totalling Z, of 
course.1 Thus over n-industries, when proceeds are expected to be <,, we 


have Z, = > P;Q/ 


1 Thus the same profit sums which are embodied in the respective supply curves are embedded 
in the Z-function. If the analysis is interpreted as “‘ short-period,”’ then the implicit profits are 
** short-period ”’ residual sums rather than “‘ normal”? profits. This, the former, is the interpreta- 
tion given by Sir Dennis. Cf. ‘‘ Comment,” September 1955, p. 474; also De Jong, March 1954, 
pp. 17-18. 
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Each output volume entails a precise volume of employment within the 
individual firms comprising the industry, determined by the given factor 
productivities and the ruling factor prices. Thus the total employment WN, 
accompanying proceeds , is determined through the following (inverse) 
productivity equations : 


Ns =f(Q,°), N? =f(Q/),..- NP =f(Q") . . (1) 
M=SMf. 2. we. 


t=a 


Actually, each point on < is tantamount to the premise of constant gross 
income; what is presumed, then, is that at each income level, in the light 
of cost and expected demand phenomena, the configuration of output is 
determinate and that thereby the volume of employment can be ascertained. 
Movement along < involves varying income phenomena and an accom- 
panying employment displacement, with output changes being implicit. 
It appears that the chief characteristic of the Z-function is that greater 
employment awaits an expectation of greater proceeds: the functional 
connection is positive in nature. Furthermore, when the anticipated pro- 
ceeds are zero, employment will be nil, so that, in diagrammatic terms, the 
%-function will emanate from the zero origin. 

Some further aspects of Z ought also be noted. Ona simple distributive 
scheme each level of <-proceeds, either in anticipation or after realisation, 
may be conceived to be allocated as follows: + 


Z=wN+F+R...... (8) 


where w denotes the given wage-rate, F, the volume of fixed payments 
(assumed invariant in the light of the fixity of the stock of equipment and the 
short-period nature of the analysis) and R, the residual, a catch-all category 
termed ‘‘ profits,’ though it can obviously be decomposed into depreciation 
allowances, indirect taxes, variable interest charges, etc., as well as profits- 
proper. It follows that moving along Z, when money wages are constant 
and employment increases, then: 


AK = 
AN 


AR 

According to (4), the increment of expected proceeds, when employment 
rises by one unit, will be divided between the wage payment and the profit 
increment. Formula (4), which expresses the slope of Z, may be referred 


1 T have developed these ideas at more length in “‘ An Alternative Approach to the Theory of 
Distribution,” which I hope to have published in the near future. 
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to as the aggregate marginal proceeds or supply price, for it reveals the necessary 
increment in proceeds to induce an expansion of employment by one unit! 
Equation (3) leads to some further diagrammatic decomposition of the 
X-function. For example, the wage-bill (W = wwN) accompanying each 
(N, Z) level can be shown by a curve such as W in Fig. 2. With the money 
wage constant, then the slope of W is equal to the going money wage. 
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Firms are also committed to making certain fixed payments (F) over 
short periods of time. These are generally comprised of contractual salaries, 
rents and interest charges on indebtedness previously incurred. These pay- 
ments are shown in Fig. 2 by the dashed line FF’, which is drawn to exceed 
W by the absolute sum of the fixed charges: the (<—F) difference denotes 


1 It is possible to derive this relation in a way which puts greater stress upon productivity 
phenomena. For example, the necessary increment in aggregate proceeds required to accommodate 
an increment in employment in industry-i would be given by: 


0%; 2Qs _ PQs) Qs _ p IQs, 9 PM 


2Q:0N; 6Q: OM ON; + 80: ON: 


This follows inasmuch as at the industry level Z; = P;Q;. Taking industry-i as participating in 
a general employment expansion, a term such as @N;/@N, representing a weighting factor, must also 
appear in (5). Over the entire oid we can write: 
dz = EQ: oP; 0Q; dN; 
Kn, (7. an, + Q a9. aN) aN uatchieesin 
The formula bears an obvious family resemblance to the marginal-revenue concept, or better, 
to the marginal cost as seen by the buyer under monopsony, inasmuch as the second term is positive. 
By slight transformations, multiplying the first term on the right by Q;/Q; and N;/N;, and the 
second term by P;/P;, and remembering that P;(dQ;/dNi) = w, the relation can be written in 
terms of the elasticity of supply [E.; = (P:/Q:)(dQ:/dP;)] and the elasticity of productivity [Ey = 
(MiaQs/Qsd.Ni)], thus : 
dg on Z ( Ki dN; 


aN Ent +) 


Formula (7) is the form of the aggregate marginal supply price pertinent under pure competition; 
a term would have to be added under monopoly to reflect the degree of monopoly power. The 
increment in proceeds required by entrepreneurs to validate the production advance is dependent 
positively on the elasticity of productivity and on the reciprocal of the elasticity of supply. An 
Eq = 1 is likely to mean an infinite E,;, so that the AZ magnitude is restrained. With diminishing 
returns, E,; < 1, so that the Ey value figures more prominently in the result. As Ej, > 0, then 
E,,> 0, so that AZ mounts sharply to infinite values, In each particular firm and industry the 
values of E, and E, are weighted by the importance of their employment expansion to the total 
employment movement (dNi/dNV). Elasticities in large firms are thus likely to dominate the final 
result. 








(7) 
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“profits.” Until employment ON, rules, losses abound, in sum equal to the 
excess Of the FF’ values over the Z-magnitudes. Ordinarily, therefore, 
output positions below O.N, can be neglected for these are veritable wholesale 
bankruptcy areas; output and employment can settle in this range only 
temporarily, viewing the economy as a whole, before impelling a write-off 
and scaling-down of fixed claims. 

An elasticity for Z, written E,, can be defined in the usual way. From 
3) and (4), with money wages constant, it can be shown to equal: 

KAN w+(F+R)/N > 


~ “te eta Se 





Hence if dR/dN, which denotes the marginal rate of profits in the case of an 
expansion of WV with w constant, is greater than the average rate of fixed 
income and profits per unit of employment, then E, <1. This ought to be 
the typical pattern after fixed incomes become unimportant relative to the 
volume of employment.! 

Graphically E, can be measured in the same way as the elasticity of 
supply; a tangent emanating from (positive) values on the vertical axis to 
a point on KR would denote an £, > 1, while vectors from the (positive) 
horizontal axis would convey inelastic points. Where the tangent to the 
curve ran through the origin E, would be exactly unity. Elastic values 
would imply that a 1 % rise in proceeds fostered a rise in employment in excess 
of 1%; this is what we might expect only if increasing returns prevailed 
generally over industry. With decreasing marginal products the elasticity 
will generally be below unity, while with constant returns it would be 
exactly unity. A zero elasticity, signifying a vertical Z-slope, would suggest 
perfectly inelastic supply with employment and output unresponsive to a 
proceeds augmentation. If E, falls constantly as employment expands, the 
inference is of continuous diminishing returns phenomena.? A linear Z- 


1 If an attempt to measure £, directly in terms of productivity is made, complications arise. 


Consider the case of E, = 1. Then, at the industry level, Z = PQ and dZ = PdQ+ QdP. So: 
g _ dQ , QdP dQ (9) 
en 


QN is, of course, the average product of labour and dQ /dN is the marginal product. Thus even in 
the simple case where E, = 1, either the second term on the right can be zero, with marginal and 
average product equal, or it can be negative with the marginal product of labor being greater than 
the average product. The last relation can be eliminated by virtue of the competitive hypothesis, 
but it indicates an element of murkiness for the cases of E, = 1. 

Writing A for average product of labour, M for sinnindl product and £, for the elasticity of 
supply, then (9) becomes: 


A4=M(1+ 5) ee adel gee ae 
Clearly, A can equal M if E, = « or if M> A and E, < 0, as with falling supply price. For 
E,= ©, supply price will be constant. 
2 In this case, 955 < 0. 
No. 267.—voL. Lxvu. 
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function, remembering that < must stem from the origin, would suggest 
constant marginal products. 


II. AGGREGATE DEMAND 


We now consider the concept of aggregate demand (D) for use in con- 
junction with the aggregate supply function. Despite the copious writings 
on the consumption function (D,) there is little that is immediately useful 
for our purposes, inasmuch as we have chosen to work in money terms with 
price-level changes being an essential ingredient of D, at each (N, 2) 
position. Practically all writings on the consumption function have been 
conducted in real terms, to the neglect of price changes. 

It will facilitate understanding if first we outline the concept of the aggre- 
gate demand price, involving a study of the micro-economic functions of D, 


p? D-O 





PA 

















and investment (D,;) and government demand (D,), comprising aggregate 
demand (D) in a closed economy. 

In Fig. 3 (a), the ordinary supply curve for industry A is drawn and 
lettered S*. At price P, the supply quantity is Q,, so that the aggregate 
supply price required by industry A to produce Q, and hire labour in amount 
Ni is 2; = P,Q,. At Po, Zz = P,Q», etc. Although the supply curve for 
A alone is drawn, the same expectation of proceeds that evoked Q,* in A 
must be conceived to impel output of Q,° in B, Q,°in C, ... etc. 

At the supply price P,, however, the demand quantity may be Q,’: 
thus the aggregate intended demand outlay at P, is D, = P,Q,’. The 
latter sum will be the intended! outlay, therefore, when employment is , 
in A, even though the expected or required proceeds for A is Z,. Likewise, at 
P,, D, = P,Q,’. In this way the appropriate demand-outlay function for 
industry A, based on rising output in A and associated outputs in B, C, . .., 
together with rising factor income payments through the economy, can be 
derived. Connecting the desired demand-quantities at the respective 
industry supply prices yields the continuous D-O curve. From the latter, 


1 Or the actual outlay when employment is N, if inventory disinvestment occurs. 
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at each supply price, and implicit (N, Z) point, the appropriate aggregate demand 
price—the D-points—can be obtained. Over the entire economy, given 
the expected proceeds and the associated employment and outputs, and 
selecting the supply prices as (virtually) ruling in the market, the accom- 
panying aggregate demand outlay that would evolve at the self-same supply 
prices can then be ascertained. 

Essentially, the D-—O curve is extracted from a family of Marshallian- 
industry demand curves, each drawn on the assumption of constant money 
income. As output, employment and aggregate factor incomes vary, say 
when production expands from Q, to Q, for industry A in Fig. 3 (a), the 
industry demand curve moves up from D, to D, in Fig. 3 (6), so that the 
particular demand quantity at price P, is found on D,, rather than on D,. 
In so far as D—O is steeper than S, an ultimate equilibrium is possible; this 
will be considered shortly. We examine now the factors governing the D-O 
curves in individual industries and, by extension, over the entire economy. 
From what has been said it should be apparent, however, that embedded in 
each point on the aggregate demand function (D) will be the same prices 
that are found in X at corresponding N-points. It is the excess or deficiency 
of (D-Z), or aggregate excess (or deficiency) in demand quantity as against 
supply quantity, that motivates expansory or contractionist behaviour on the 
part of business firms. 

Personal Income and the Consumption Function. While the equation Z = 
wN + F +R describes the allocation of proceeds among major income 
categories at each employment position, when we consider consumption, 
inasmuch as some profits are withheld (which is inevitable, for the R-term 
contains depreciation allowances as well as profits-proper) and as personal 
income is subject to tax while some individuals receive transfer payments 
from government, then the personal income available for consumer purchases 
need not equal Z. A function of disposable personal income (7,), such as 
the following, is more pertinent for describing the factor earnings available 
for consumption outlay : 


%,=wN+F +ER+(7,—T,). . . . (1) 


The 7,-term denotes the reduction of personal incomes through the pro- 
gressive income-tax structure,! while 7, is meant to represent all transfer 
incomes, such as unemployment relief, old age pensions, veterans’ benefits, 
charitable aids, government interest payments, etc. The term k is used to 
signify that only a fraction of profits are actually disbursed as income. 
Through the presence of wN and R, Y, = Y,(Z), where Z = 2(N). 
Consumption outlays (D.) depend primarily upon the Y, payments. 
1 Greater clarity, at the price of more detail, could be obtained by writing separate personal 
income-tax terms for wage-earners, rentiers and dividend recipients. With money wages constant 
theproportionate tax-bill of wage-earners will be constant, though the tax total will rise as V increases. 


Rentiers will pay a constant tax-sum while profit-recipients will pay an increasing bill at a higher 
tax rate, 
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For some individuals, however, consumption outlays exceed their personal 
income, which may be nil; in their case D, is linked to dissaving out of their 
personal wealth or asset holdings (A). Functionally, then :! 


ee) ar | 


where c denotes the average propensity to consume out of personal income, 
while A is inserted in cognisance of dissaving phenomena. As we shall note, 
AA depends in part on Y;, so that we could write D, = C(Y,), from which 
we could, if we knew the form of equation, derive the marginal and average 
propensity to consume. 

Consider first the consumption outlays of rentiers (D/) drawing a fixed 
income (after taxes). In Fig. 4 (a) their earnings are represented by FF’, 
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As employment and proceeds mount, and prices go higher, rentier real 
income and real saving were likely to suffer: in an effort to maintain their real 
consumption, their consumption outlay presumably rises to an ultimate 
limit prescribed by the rigid income ceiling. A curve such as DJ, therefore, 
describes the consumption function, in money terms, of fixed-income reci- 
pients. Analytically, D/ =F, where c; = C;(N). Thus if rentiers save 
at a maximum one-third of their income, ¢, will fluctuate between § and 1. 
In Fig. 4 (6), taking the (virtual) rentier expenditure patterns in industry A 
as typical of rentier outlay over the vast array of goods, the (rentier) D-O 
curve for industry A’s output at each supply price would taper off to the 
left, ultimately tending to rise backward to reflect a constant outlay at the 
higher P* figures. 

Even if fixed payments were conceived to rise slightly, perhaps through 
the avoidance of bankruptcies as WV rose, as shown by FF’”’ in Fig. 4 (a), the 
final results would not be vastly different.2 Presence of fixed incomes, 
therefore, can explain why aggregate demand exceeds aggregate supply at 
low employment levels, but certainly not at high levels. 

Consider next the transfer incomes, 7, These are likely to be particu- 
larly large at low employment levels when relief payments are substantial, so 

1 As in the case of taxes, the D,-function can be elaborated to contain separate c-terms for wage- 
earners, rentiers and profit recipients. This approach is implicit in the ensuing diagrammatic 
analysis. 

2 It is probably best to treat bonuses to salaried officials at high employment-profit positions as 
part of ‘‘ dividends.” Otherwise a variable twist rather than a fixed nature is imparted to FF’. 
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that 7, is likely to fall off with rising employment. The aggregate con- 
sumption outlay (D,') associated with 7, will follow the same course, 
practically merging with 7,, as shown in Fig. 5 (a). The excess (T, — D,') 
denoting some savings, would be attributable primarily to the inclusion of 
interest payments on government bonds in 7,, and the occasional fact, 
sometimes publicised in the Press, of individuals saving even on the dole. 
The D,' function can also explain the excess of D, over Z at low WN levels, 
but points to a decline in D, at high N-positions. Industry D-O curves, 
comparable to D-O in Fig. 4 (6), would thus veer back rather sharply. 
Hence, D,’ =¢,T, where ¢,~1. As T, is dependent on the income- 
employment level, particularly the wage-bill, then 7, = 7,(W) and 
qT,/dN < 0. 

The wage bill will climb linearly to the right if the money wage is con- 
stant; this is shown by W in Fig. 5 (6). Wage-earners, as a class, will save 
greater absolute amounts as income grows; thus the consumption outlay of 
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this group tends to rise steadily to the right, though probably at a slightly 
tempered pace. The curve D,” would thus help explain the rise in the 
aggregate D, as N advanced. Actually, D,” is a hybrid function involving 
some interdependence with D,', and with the concept of dissaving (AA), 
which still remains to be developed. Nevertheless, as the consumption 
outlay of an employed individual exceeds the expenditure of the same person 
on relief, the rise in D.” will outweigh the descent in D,', so that on balance 
the aggregate D, will be higher. 

Prices will ordinarily rise as W advances, so that those employed and 
receiving total wages of (wV,) when employment is V, will have to expend 
more to maintain their real consumption pattern when employment advances 
toN,. That is, if at NV, the virtual D,” sum was P,Q,’, where P, denotes 
the price level, when employment rises to WV,, the WV, group will tend to 
send P,Q,’ > P,Q,', where intended real intake Q,’<Q,'; where 
Q,’ = Q,’ the real intended consumption of the WV, group can be main- 
tained through the prospective diminution of their money savings; where 
Q.’ < Q,’ their prospective real consumption is decreased. Hence as the 
¥, group strives to maintain its real consumption intake, the total D ” will 
be higher at V, than at V,.!_ Graphically, in Fig. 5 (c), if the consumption 


1 Thus as employment grows, the wage bill is: W = w(N, + AN), while the incremental 
consumption outlay of wage-earners is: AD,” = WAcy + ¢eAW. The total D,-outlay is thus: 
Do + AD = coW + WAtw + cowAN. 
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outlay of the WV, group is taken as constant despite the price rise, then D," is 
given by curve | in the range WV, to V,. Allowing for added outlay by the 
NV, group because of rising price-level phenomena, as well as the augmented 
employment and wage bill, then curve 2 is a more apt picture. 

As for entrepreneurial income, according to Fig. 2 profits (R) are equal 
to the (< — F) gap, with losses prevailing at low employment levels. An 
R-function (not drawn) can thus be constructed. Still, as dividends are 
often paid even with current aggregate losses, inasmuch as some firms have 
positive profits while others, in the face of losses in period ¢,, declare dividends 
on the basis of tj earnings, the appropriate basis for D,’ is the dividend- 
function (KR). As argued later, in the upper regions this is likely to be 
about + of R. In view of the profit rise at a pace in excess of the price rise 
(for rentier real income and real wage income both fall as prices rise),! 
consumption outlays out of dividends are likely to keep pace with the price 
movement, despite the inroads of progressive personal income taxes, so that 
the real consumption of entrepreneurial groups remains fairly constant. 
This is likely to entail a D,’ path which rises at about the same pace as Z, 
so that where Z curls upward to the right, the D,” curve is likely to do the 
same. 

Finally, dissavings (D,‘ = AA) are likely to be made by wage-earners 
and entrepreneurial groups when WN is low and, by older pensioners living 
partly by asset decumulation. When WN-rises, dishoarding by the former 
classes will dwindle to zero. Pensioners, however, are likely to increase 
their consumption outlays to maintain their real consumption, ultimately 
limited by their ability to decumulate. As prices continue to advance, their 
money outlay is likely to reach a plateau so that their real intake declines. 
On balance, however, aggregate dissavings are likely to diminish as employ- 
ment advances. 

Thus it is to D,” and D,’ chiefly, and in lesser measure to D/, that we 
must look for the positive slope of the aggregate D, curve. Putting the 
component D, parts together into a composite D,-curve, the results appear 
as in Fig. 6. The widening D,” band is related to the narrowing D,' and 
D components: so long as wage-earners spend more in consumption when 
employed than when unemployed, these results seem assured. 

Investment Demand. In view of the fairly extensive analysis of D, the 
treatment of investment demand (D,) can be fairly brief. 

In general, there are a few main possibilities here. First, it is conceivable 

that aggregate money-investment outlay is budgeted in money terms and 
held fixed regardless of the price-level or employment position; this is 
shown by curve 1 in Fig. 7 (a). Alternatively, entrepreneurial plans for 


1 Money wages, it will be recalled, have been assumed constant, so that the relative income 
shift is against labour, as well as rentiers, as V advances to the tune of rising prices. In each firm, 
as output rises and prices mount, the profit increase will approach QAP, where Q denotes output 
and AP is the price rise accompanying the employment increment AW and the associated output 
move AQ. 
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investment may be planned in real terms so that as NW advances and the 
price level mounts, the investment outlay manages to keep the price-pace. 
Curve 2 is meant to depict this case. Real investment may also be tethered 
to aggregate employment and output so that D, rises even more rapidly 
than shown in curve 2. Or the D;-money outlay may rise though real 
investment falls off, with the appropriate curve occupying a position inter- 
mediate between 1 and 2. The last result is plausible if entrepreneurs tend 
to defer real investment plans at high employment, envisaging the position 
as being at the top of the boom. For the immediate purposes on a more 
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formal level, this is all that needs be said. Realistically, it appears reason- 
able to take D; as some rising function of V, though much will depend on 
the anticipations engendered by changes in WV and upon the implicit mone- 
tary policy and interest-rate phenomena as prices and employment go up. 

Government outlays may be analysed in a similar fashion. Most 
government outlays are budgeted at the start of the year and remain rather 
stable through the annual period, regardless of price and employment 
events. If the D and Z curves thus refer to the annual period, D, could 
resemble the flat curve 1 in Fig. 7 (b). Where this is not the case, the 
appropriate modifications are fairly obvious. 

Taking industry A as illustrative of all consumer-goods industries, in Fig. 
7 (6) at an output level Q, in industries A, B, C . . . the aggregate intended 
demand-outlay by wage-earners, profit recipients and rentiers receiving 
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income in consumer-good industries such as A, B, C. . . is equal, say, to 
>P,Q,, so that their net savings are zero, with all earnings devoted to 
consumption outlay. Thereafter, if these groups comprised the only in- 
come recipients in the community, as the output of A, B, C . . . advanced to 
Q.,Q,...and concomitantly, if they endeavoured to save, then the demand- 
outlay forthcoming would be inadequate to sustain a growing output. 
This is shown by curve D’—O’ in the figure. Hence, it is the presence in 
the economy of those possessed of transfer incomes, or those dissaving and of 
those who receive income in investment goods industries, and from government, and who 
also exercise a demand for consumer-goods, who are responsible for shifting 
the typical D’—O’ curves to the right, to D’’—-O”,, say, in industry A. The 
latter shift involves the “‘ multiplier ’ concept, of income initially generated 
in the capital-goods industries leading to an augmented demand for the 
output of consumer-goods industries. Without investment and the inter- 
dependence of consumption demand and investment income, the expansion 
of consumer-goods industries would tend to be blocked at lower output 
levels by lack of effective demand. 


III. THe IncomeE—EmMpLoyYMENT EQUILIBRIUM 


Having defined the D and < functions, the next step is to illustrate the 
equilibrium determination. So long as AD/AN < AZ/AN, and with 
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D > Z at low employment levels, a determinate and stable equilibrium is 
possible. This is shown in Fig. 8 (a). Equilibrium employment is at N, 
with proceeds <;. 

Why AD < AZ as employment advances deserves analysis. First, that 
AD.>O seems clear; it remains to show that AD, < Ad. 

Using the earlier concept of disposable income, from (11) : 


AY, Ak AR 
aN =" +hRy + Rapa t ay! 
Subtracting this from (4), then: 
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As k < 1, and by United States data perhaps in the neighborhood of 3, 
the first bracket on the left will be positive.1 As WN rises, the term AT,/AN 
will actually become negative, with the total transfer income falling off 
see Fig. 5 (a)). Likewise, personal income taxes will mount, and on 
clearing the bracket on the right in (14), the term will be positive. Thus 
whether the rise in Z exceeds that in Y, hinges on whether the whole second 
bracket is positive or negative, and thus whether & rises and whether the 
rise is ample to offset the first bracket plus the sum of the A7/AWN terms. 
Unless corporations follow dividend policies which become increasingly 
generous in the percentage of earnings disbursed, Ak is likely to be close to 
zero, so that AZ > AY;,.” 

So long as AZ > AY,, then if AY, > AD,, it follows that AZ > AD,, 
and the stability relation will be satisfied; it is possible for AD, > AY, only 
through the avenue of dissaving, enlarged expenditure out of wage income 
by wage-earners to maintain their real consumption and through enlarged 
rentier outlay. Yet dissaving is likely to be important only at low income 
levels; the surmise is that AA decreases in an employment advance. Further, 
AD//AN ~0 when income and employment are already high. If for 
wage-earners we take c,, = 1, so that personal savings are zero, then it must 
follow that AZ > AD,. The results are assured if we allow for a decrease 
in ¢,, and thus some personal savings, for wage-earning groups. The 
appropriate curves appear in Fig. 8 (6); until D, lies below Y,, personal 
savings are negative. Ultimately D, may rise at the same pace or even 
faster than Y,, though, so long as there are personal savings, it will lie below. 
Apart from some curious dissaving phenomena, it ought not, over an 
extended range, to climb faster than Z. 


1 For example, in 1955 capital consumption allowances were $31 billion, business taxes were 
$32 billion and corporate profits were $40 billion. Taking R as equal to this sum ($103 billion), 
dividends amounted to $11 billion, so that, on this crude global basis, k equalled about ;’5. In 
carlier years it has been somewhat higher. 

* Considering tendencies towards higher corporate taxes and the withholding of earnings to 
protect stockholders from excessive progressive personal income taxes while permitting capital 
gains to be revealed in the stock market, and the penchant for internal investment financing, it is 
doubtful that & will rise. Actually, so long as dividends are paid continuously by large firms even 
when earnings are just barely adequate to cover the ‘‘ normal’ dividend, the k-factor may well 
decline as V advances. Offsets, however, appear in the form of management bonuses, which may 
be considered as a form of dividend shared by a select few. 

According to available data for the United States, in the years 1922-1943, from 30 to 56% of 
net income was retained by manufacturing firms (except for 1936-37 when an undistributed profits 
tax was in effect). In larger firms, from 1940 to 1943 about 30% of net income was retained while 
insmaller firms the range was 50-64%. See S. P. Dobrovolsky, Corporate Income Retention, 1915-43 
(National Bureau of Economic Research, 1951), p. 15. According to the same study a 1% change 
innet income was associated with an 0-8% change in the rate of retained income (p. 25). 

According to a survey of 295 large corporations, the percentage of net income retained was 44, 
#2, 47% respectively over the years 1953-55 (see Federal Reserve Bulletin, June 1956, p. 586). With 
acorporate profits tax of approximately 50%, and considering that for our analysis R—‘‘ profits ”»— 
contains depreciation allowances and indirect taxes, then a size of k of something just over + seems 
hot too far-fetched. 
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Somewhat more troublesome is the relation of AD;/AZ. If real invest- 
ment is taken as rising with NV, then a non-equilibrium and explosive pattern 
is conceivable: there is implicit a built-in accelerator whereby enlarged 
investment is linked to the (virtual) employment increases. High accel- 
erator values will, it is well known, defeat equilibrating tendencies. For 
many purposes the explosive model may be little more than a geometrical 
design, for in the economy which it portrays as bordering on hyper-inflation, 
despite constant money wages, monetary policy will doubtlessly intervene 
to choke off investment and the inflationary binge. Further, if full employ- 
ment is (roughly) an unequivocal quantity, so that there are limits on _W, 
then Z will turn stiff and vertical, so that any flatness in D, will assure the 
income-equilibrium outcome. In terms of the D-O curves of Figs. 3 and 
7 (6), for the non-explosive case the D-O curves will be steeper or rise at a 
faster pace than the industry supply curves; in the non-equilibrating case 
the D-O curves will be flatter than the supply curves. 


IV. Forcep SAVINGS 


As an interesting sidelight of the foregoing discussion, we can reconsider 
the concept of “‘ forced savings”? which has tended to vanish from the 
literature since Keynes denounced it as a “‘ very rare . . . phenomenon.” 
The idea itself involved the belief that real consumption had to be curtailed 
as prices rose; Keynes argued that until full employment was achieved, 
aggregate real consumption could expand with rising output and employ- 
ment, so that “‘ a forced deficiency of saving ”’ was “‘ the usual state of affairs.” 
After full employment, he was willing to acknowledge, forced savings might 
develop if investment continued to expand.? 

On an aggregate view, Keynes’ main arguments are indisputable. Yet 
in assessing the inevitable shifts in the distribution of income accompanying 
AN, more remains to be said on the subject. For example, focusing merely 
on fixed incomes, it is clear that beyond certain N-points and the associated 
price level, rentier real consumption must fall. Likewise, pensioners dis- 
saving at low employment levels may also be denied their previous consump- 
tion intake as V-advances. For both these groups “‘ forced savings ’’ may be 
a very real, and common, experience at high N-levels compared to a recent 
historical past when WV was lower. If we allowed for the possibilities of 
rising money wages, even without output and employment increases, these 
relations would become even more patent. Similarly, for salary recipients— 
though bonuses generally constitute a handsome counterweight as output, 
employment and profits rise. Wage-earners employed at WV, also suffer 
in a real income sense when employment expands to WV, amid a price rise, 
so that “‘ forced savings ’’ may thus appear even among the wage-earning 


1 General Theory, p. 80. 
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group. In so far as those comprising the labour group NV, perform some 
sonal saving, the main consequence of an employment rise to V, > NV, 
is that the (virtual) savings positions are eroded. When c, = 1, so that the 
N, group is expending its full income, a subsequent N-rise to Vs > NV, > Nj, 
with an ensuing price rise, may involve an actual cut in per capita consump- 
tion for the NV, set. The real income relinquished by the latter—the 
“forced savings ’’—are thus released for consumption by the newly hired 
wage-earners (V,; — N,) and by profit recipients. As described earlier for 
rentiers (see Fig. 4 (b)) it is the compulsory curtailment of their consumption 
which, in part, ensures that the D—-O curves will be steeper than the industry 
supply curves, rendering an ultimate equilibrium possible. Actually, in a 
money economy where many incomes are fixed despite a growth in WV and Z, 
and this can be true for the “‘ already employed ” wage-earners, it is partly 
through the existence of ‘‘ forced savings ’’ that Keynes’ view of the “‘ law of 
the marginal propensity to consume,”’ whereby the increment in aggregate 
real consumption fails to keep pace with the increment in output, is validated. 
For though some new real consumption is made by those obtaining the 
money-income increment, there can be a partially offsetting consumption 
cut-back by other income recipients whose money income is constant. 


CONCLUSION 


In sum, on certain not underly restrictive assumptions it has been shown 
that it is possible to construct an aggregate supply schedule from the particu- 
lar supply schedules of individual industries, which themselves rest upon 
factor-price and productivity data in the component firms. Embedded in 
each point on the aggregate supply schedule are the supply prices (= ex- 
pected market prices) for the output quantities in the particular industries 
among which the employed labour force is distributed. 

From the self-same sums of expected proceeds and concomitant labour- 
hire, income is disbursed according to the Y,-formula. With income in the 
hands of factors the question can be raised: how much of Y, will be diverted 
to consumption outlay, given the product supply prices as (virtually) ruling 
and given the volume of employment? ‘The answer to this query reveals 
the appropriate D,-point to attach to the particular WV position. Implicit 
in D,, therefore, are exactly the same (supply) prices as are embedded in Z, 

Investment demand (D,) is constructed in a similar fashion. Investment 
outlay is, of course, not subject to an income restriction, as is D,—which is 
contingent primarily upon Y;,, itself a function of Z. Instead, the funds for 
D,come from the usual sources: from bank lenders, from internal financing 
and from private non-bank hands. At each (Z, WV) point the D; magnitude 

1 Keynes suggested that through diminishing returns (and the implicit price rise) there could 
be “ some sacrifice of real income to those who were already employed ” (p. 81). But he went on 


to say that the idea of “‘ forced saving ’’ had not been extended to this case of ‘‘ conditions where 
employment is increasing.” 
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can, in principle, be elicited. Adding it on to the accompanying D, 
magnitude, the aggregate demand point (omitting the intended government 
outlay) can be derived. In this way the full D-course can be constructed, 
embodying on its path exactly the same prices as are built into the <-function 
at the corresponding employment-output positions. The equilibrium of 
aggregate demand and supply prevails at the intersection of the two curves, 
which entails an employment volume at which the expected sum of sales 
proceeds is exactly equal to the outlays forthcoming from consuming and 
investing groups. 

Finally, the entire exposition has been conducted without bringing into 
play, either as an identity or as an equilibrium condition, the relation of 
savings to investment. Instead, what has been insisted on as a condition of 
equilibrium, in which goods are prepared for market in advance of purchase 
commitments, has been the equality between expected receipts (by sellers) 
and intended outlays (by buyers). Although this condition is sufficient to 
ensure the global equilibrium, in order to guarantee that the structure is 
also in balance, and on only a slightly less aggregative view, it is necessary 
that: (1) the expected receipts from consumption output equal the intended 
consumption outlays; (2) the expected receipts from capital-goods produc- 
tion equal the intended investment-goods purchases, and (3) similarly for 
outputs designed specifically for government purchase. Thus, just as D is 
split into a tripartite division, Z can likewise be carved up. Condition (2) 
does entail the famous equality of saving and investment. But just as it is 
usual to insist that income must go to such a level that the two are brought 
into balance, we could, with about the same neglect of other aspects of the 
general system, insist that income must stabilise at such a level as to accom- 
modate an equilibrium between decisions to purchase consumption output 
and the expected sales value of consumption output. The focus on the 
balance in capital-goods markets is not always more revealing than the 
emphasis on the balance in consumer-goods markets; unintended investment 
and disinvestment can occur in either sector, through too slow or too rapid a 
pace of purchases. The absorption with the saving—investment tangle, as 
the literature of twenty years shows, has not always proved a felicitous means 
for portraying the forces of aggregate demand and supply in income and 
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STERLING-DOLLAR DIPLOMACY! 


Tuis is the work of an American Rhodes Scholar who was prompted 
to it by Mr. Harrod. Mr. Gardner writes gracefully; he is not pro- 
American or pro-British, but mid-Atlantic, and it is a scholar’s work in his 
search for actual events and comments. Mr. Harrod correctly describes the 
work as a study in the diplomatic relations between two democracies; the 
language of two democracies talking together is hard to learn. 

It was surprising to our Allies, and particularly to the French, that 
when the United States and Great Britain were massively engaged in the 
War, their Governments, and indeed their people, should postulate the 
kind of world we should live in after the War. The War, so the French 
supposed, was a moral duty imposed on those democracies which allowed 
themselves to use soldiers. But it is also important to bear in mind through- 
out that the leaders in both countries were very much more occupied in 
the War than in making the plans for the post-war world that are here 
under discussion. 

Both countries felt that measures of international co-operation would 
be needed after the War. But all were conscious that the United States, 
after fostering the League of Nations, had indeed deserted it. Their 
Government had been all too conscious of the failure of preparation when 
events at Paris moved behind the oracles of Mr. Wilson and sought the 
formal applications which would ensure his decrees. It was necessary to 
prepare for the present war and its immediate sequel. But the task was 
distributed between the Secretary of State, Mr. Cordell Hull, and his sup- 
porters, Mr. Sumner Welles and Dr. Pasvolsky ; the Secretary of the Treasury, 
Mr. Morgenthau, with his chief assistant on foreign finance, Dr. White; 
and the Board of Economic Warfare under Professor Henry A. Wallace. 

The senior of these men, in terms of Congress and of the world, was Mr. 
Hull. In keeping with an old tradition, Mr. Hull was a believer in a 
universal approach to world order as a pathway to general settlement. He 
was conscious that one difficulty in previous events had been the failure to 
bring economic facts into the plans. Nearly all the men at the top of 
United States affairs had been profoundly influenced by the New Deal. 
It looked as though Washington could apply an international new deal for 
world affairs. Mr. Hull felt that “‘ there will be no need for spheres of 
influence, for allowances, for balance of power or any other special arrange- 
ments through which in the unhappy past the nation strove to safeguard 


1 A review of Sterling—Dollar Diplomacy: Anglo-American Collaboration in the Reconstruction of 
Multilateral Trade, by R.N.Gardner. (London: Oxford University Press, 1956. Pp. vii + 423. 
42s.) It must not be assumed that all the views expressed in this article would be endorsed by 
Mr. Gardner. 
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their securities and to promote their interest.” And White was not far 
behind, “‘ the early post-war years would witness a degree of unity and 
good will in international political relationships which had never been 
before reached in peace time.’’ It was expected in Washington that the 
** scattered world would move rapidly towards one world.”’ 

Unfortunately Mr. Hull and Dr. White differed where they began. For 
Mr. Hull’s whole policy the world was governed by trade, and provided 
that trade had no special benefits or bilateralism, trade would save the 
world. Dr. Harry White, looking out on a rather more bleak past, said 
that the real trouble had been messing about with exchange rates, and all 
his efforts were directed towards an international body which would control 
exchange rates. It is true that in some ways the control of exchange rates 
could be automatic, but it was an element of Washington in those days to 
turn the United States into a universal governess. 

The policy of the United States Government was based on the assump- 
tion that post-war planning should be carried on in advance, that the 
United States should show its policy as a member of a world organisation 
and that the achievement of peace would require the adoption of suitable 
policies in the economic field. The President had two of the chief colleagues 
of his Government thinking entirely differently about the economic problems 
which should be solved as part of the war solution. He himself, like our 
own Prime Minister, was much more deeply immersed in the War. This 
fact had two consequences. Mr. Hull’s policy did not necessarily carry 
with it American industrial support, which for many years had been com- 
pletely protectionist. It is quite true that they disliked discrimination, par- 
ticularly if it was within the British Empire, as much as Mr. Hull. But 
there was no sense of decisive action or of wide public appeal, as subse- 
quently followed when Marshall Aid was announced. 

The Treasury’s position was even more difficult. Mr. Morgenthau had 
declared that he wanted ‘“‘ money swept out of New York and the whole 
monetary system transferred to Washington where it would be free from 
particular anxieties.’’ Now to the extent which Dr. White’s proposals had 
any meaning, they were intelligible only in New York; for there, if anywhere 
in the United States, a dollar could be sold. Thus there was unwillingness 
on the part of United States industry to accept Mr. Hull, and a complete 
failure of anybody to understand Dr. White. 

In the United Kingdom the situation was not very different. The 
Prime Minister was sternly pre-occupied with the War. England at the 
outbreak of war, had been only just recovering from its heavy unemployment 
crisis, and as Preference was believed to have played a part in our recovery, 
nobody was likely to see the easy scrapping of the Preferential system within 
the Commonwealth for the sake of a universal idea held by Mr. Hull. 

It is, moreover, not without interest, and Mr. Gardner calls attention to 
it, that a great deal of the work in the United Kingdom was not being done 
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by Parliamentary discussion through Ministers but by the private talks of 
the senior Civil Service; among these Lord Keynes, who came as a volunteer 
to the Treasury, took a natural rank. It was difficult to persuade him to 
get passionate about Mr. Hull’s universal free trade. Indeed, some of his 
own special measures would have regulated trade in the interests of the 
economy of our own country, rather than universally. Moreover, on a 
technical but not unimportant point, he differed from Dr. White about the 
shape and constitution of the international financial measures which could 
be introduced. It was, for most people, a serious complication that Lord 
Keynes had an almost miraculous lucidity even in difficult subjects. It 
became impossible not to be swayed by his lucidity, especially when it was 
confronted by the technical stuff of the American Departments. 

Thus in these relatively early stages, opinion in Parliament or in Con- 
gress, opinion in industry and opinion among economists was not discernible 
either in the United States or the United Kingdom. But it was in fact the 
United Kingdom which intervened while the United States was still neutral. 
The President and the Prime Minister decided to have a personal meeting 
early in the summer of 1941 to discuss a number of important war questions, 
such as Lend Lease. The President had in mind a joint statement of Anglo- 
American aims, believing that an authoritative declaration of the principles 
for which the Allies were fighting might hold out hope to the enslaved 
peoples of the world and have a beneficial effect on domestic opinion. But 
the President did not include any detailed definition of economic objectives. 
He wanted Anglo-American agreement of political questions such as self- 
determination, disarmament and freedom of the seas. 

During negotiations in Washington on the Lend Lease Agreement, 
however, Keynes had shocked American officials by a statement about 
Britain’s post-war economic policies. He warned them that the British 
Government would find itself beset by such grave economic difficulties that 
it would be forced to resort to bilateral arrangements and other forms of 
outright discrimination. As a result, the United States officials who were 
preparing a draft for a document for the Atlantic Conference felt compelled 
to discuss detailed economic policy and settle the terms. During the Con- 
frence the President dined with the Prime Minister and proposed that both 
countries should draft and publish a joint declaration laying down certain 
broad principles which should guide their policies. The Prime Minister, 
having no doubt anticipated the President’s proposals, produced on the 
text day a five-point draft on which he comments, ‘“‘ Considering all the 
tales of my reactionary old-world outlook and the pain this is said to have 
caused the President, I am glad that it should be on record that the sub- 
stance and spirit of what came to be called the Atlantic Charter was in its 
frst draft cast in my own words.” 

On economic matters the Prime Minister was vague, ‘‘ Fourth, they 
will strive to bring about a fair and equitable distribution of essential 
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produce, not only within their territorial boundaries but between the 
nations of the world.’”” For Mr. Welles, who was working with Mr. Hull, 
this formulation was unacceptable. He found it reminiscent of the pious 
hopes expressed in a thousand and one economic conferences. He there- 
fore spelt out a precise commitment. 


“Fourth, they will strive to promote mutually advantageous 
economic relations between them through the elimination of any 
discrimination in either the United States of America or in the United 
Kingdom against the importation of any product originating in the 
other country; and they will endeavour to further the enjoyment by 
all peoples of access on equal terms to the markets and to the raw 
materials which are needed for their economic prosperity.” 


The Prime Minister asked whether this Clause meant that the Ottawa 
Agreements would have to lapse. If that were so, it would be his duty as 
Prime Minister to submit the text not only to his own Government but also 
to the Governments of the Dominions, and he added that he had little hope 
that it would be accepted. 

At this point Mr. Hopkins, who already had shown his quick contri- 
bution to the President’s decisions, suggested a compromise draft. But 
Mr. Welles was adamant, and declared that unless British and United 
States Governments could restore free and liberal trade policies they might 
as well throw in the sponge and realise that one of the greatest factors in 
creating the present tragic situation in the world was going to be permitted 
to continue unchecked in the post-war world. The Prime Minister com- 
mented that British experience of free trade for eighty years had arisen at 
a time of ever-mounting American tariffs; all we got in reciprocation were 
successive doses of American protection. At this, observes the Prime 
Minister commenting in his History, Mr. Welles looked a little taken aback. 

The President was still in doubt about the significance of Hull’s con- 
cepts. But as the result of a further talk between the President and the 
Prime Minister, a clause expressing in more affirmative terms the objectives 
of economic betterment and social justice: ‘“‘ Fifth, they desire to bring 
about the fullest collaboration between all nations in the economic field with 
the object of assuring, for all, improved labour standards, economic develop- 
ment and social security.’’ Both the President and the Prime Minister had 
to point out that this carefully worded clause did not commit the Govern- 
ments or Parliaments to any specific obligations. Mr. Roosevelt feared the 
domestic political repercussions of a formal association with the Allied 
Powers, while Mr. Churchill feared the internal controversies which might 
accompany specific engagements about the future of the British Empire and 
its trade policy. 

Dr. White, who wrestled with the dollar-pool held in London and the 
subtleties of inter-Commonwealth trade, observed one day ‘‘ that when you 
ask a Britisher a question, he replies in the same sense as the last damned 
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Britisher.”’ For all that, one of the American commentators described the 
Charter as cosmic and historical, and hailed it as a significant anti-imperialist 
manifesto. He added that, “‘ The British learned that when you state a 
moral principle, you are stuck with it, no matter how many fingers you have 
kept crossed at the moment.” Mr. Welles exclaimed, ‘‘ The age of im- 
perialism is ended. The right of all peoples to their freedom must be 
recognised. The principles of the Atlantic Charter must be guaranteed to 
the world as a whole—in all oceans and in all continents.” At the same 
time, one British commentator explained that the implications of our 
acceptance of the principle of equal access were hardly yet being taken 
sriously in this country. 

It is not possible to criticise the text of the Atlantic Charter for its hidden 
meanings. The United States had not yet entered the War, they had met 
te reach a kind of broad understanding on resistance to Nazi aggression, and 
it was improper for such a document to discuss an issue like Imperial 
Preference. But the two Governments were still feeling for an international 
system of peace after the War. America had produced two alternative 
slutions, both designed to achieve stability of economic affairs and thus 
prevent war: a universal approach through multilateral trade but without 
discrimination and alternatively the regulation of foreign exchange through 
auniversal system. 

Parliament was not aware of these differing proposals on the part of the 
United States Government, and indeed both in Parliament and in industry 
there was a good deal of hesitation about a non-discriminatory system which 
would end Imperial Preference. At the same time, the regulation of 
foreign exchange was still a mystery to most people. We still had to learn 
the difference between internal and external money. When an American 
member of Congress said, “‘ Why don’t they raise the money from their own 
subjects and pay their bills? ’? he was regarded as having disposed of the 
matter. Alternatively, another member of Congress said that he would 
give no money to the United Kingdom so long as there were any jewels in 
the Royal crowns. Even in our own country a Member of Parliament 
who made each year a gift to some international foreign charity was angry 
when permission was refused. It was his own money, and he did not see 
why anybody should interfere with his own use of it. 

But at this stage a much more important and real proposal was made 
by the United States. The President, having determined to take the dollar 
out of the War, had decided that the Americans would lend us the cost of 
our supplies for the War. Up to that moment, on the cash-and-carry 
system, we had to find dollars for everything. But the United Kingdom 
had already gone to the bottom of the barrel. Private holdings of dollar 
exchange were taken by the Exchange Control, and when it became publicly 
necessary to satisfy Congress, who still thought that we were both rich and 


clever, that everything had been scraped up, we were compelled to sell 
No. 267.—voL. Lxvil. KK 
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important United Kingdom interests in the United States, such as the 
Viscose Corporation, at breakdown prices. 

The power to lend public funds was lodged in Congress, and the President 
therefore had to find some benefit which could be recognised in return for 
the gift of Lend Lease. But the temporary Civil Servants who were helping 
the United States Government were staunch. They found the opportunity 
for discussion on Lend Lease to stipulate once more their own conception 
of the post-war reconstruction of multilateral trade. In the discussion on 
the terms of Lend Lease we were supplied with virtually the same text as Mr, 
Welles had tried to work through the Atlantic Conference. Once again it 
appeared that the United Kingdom would have to forswear the Imperial 
Preference, but it said nothing about the essential counter~art of American 
policy, the substantial lowering of tariffs and the avoidance of a serious post- 
war depression through a proper creditor position. It is important in 
retrospect to realise that, both in the United States and in the United 
Kingdom, the belief was held that very soon after the end of the War a 
heavy international depression would set in, which might mangle the 
internal efforts of the Governments concerned. 

One of the main reasons for the United Kingdom hesitation about Mr. 
Welles’ proposal was the difficulty of the balance-of-payments problem 
which would face Britain in the post-war transition period. It was quite 
plain that Congress, already driven rather far by the President’s proposals 
on Lend Lease, would be very unlikely to agree on the earlier debts of the 
United Kingdom for munitions and food being cancelled. On the other 
hand, the Prime Minister objected to the use of a Lend Lease Agreement for 
the discussion of Preferences. It would certainly be held that the Govern- 
ment had agreed to give away important Empire ties or sold them in 
exchange for goods which Britain needed to wage the War. 

Mr. Hull pressed the President to demand a speedy affirmation by Britain 
on the Article 7 Draft. This infelicitous intervention came at a time of 
the serious British reversals culminating in the fall of Singapore. The 
President, however, confirmed that he had no wish to use Lend Lease as a 
trading weapon over the principle of Imperial Preference. But, despite 
the President’s confirmation, Congress had to be satisfied that the gift of 
money for Lend Lease was in return for some adequate recompense by the 
United Kingdom on commercial and financial policy. Once again there 
was a complete failure to understand the general significance of the text of 
the Agreement. In between the official discussions there was some under- 
standing that both Governments would seek to make economic expansion 
a goal of post-war policy, and in his report to Congress the President fore- 
cast a progressive development of agreements in the field of commercial 
policy of money and finance, international investment and reconstruction. 

The next stage was the first effort of the officials of both countries to bring 
forward specific plans which would develop the post-war consequences 
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which the President thought should follow on Lend Lease. After the dis- 
cussion on the Mutual Aid Agreement the position changed at Washington. 
There was always a struggle between the Treasury and the State Depart- 
ment. On this occasion, the State Department dropped back on its uni- 
versal multilateral approach without Preferences, and Dr. White moved 
forward. It is probably true that the financial side needed attention before 
the commercial side. Moreover, in the strange discussions which were 
taking place between officials in the United Kingdom, Lord Keynes seemed 
rather remotely concerned with multilateral trade approaches; he still had 
in mind the idea of a planned economy which might require regularisation 
of imports. Moreover, he had in fact drafted a document. He had two 
principles in mind: one, a scheme which would deal with the position 
shortly after the War and probably through rates of exchange; and the 
other, a larger scheme which might help the real recovery of the countries 
who had been subjected to the damage of the War. 

It is important that neither in the United States nor in Lord Keynes’ 
mind was there a clear conception of what had happened as a result of the 
War. Damage to buildings could be seen, but damage to food supplies was 
not so visible. Moreover, a large part of capital investment in the belligerent 
countries had been hopelessly worn down by the strain. Keynes thought 
that very large sums, and principally from the United States, would be 
required, but he had not seen that virtually the larger part of the world 
would want almost everything from bread to machinery from the States; 
that while the United Kingdom was slow in the export of coal, fuel would 
be bought for dollars. ‘‘ If I had United Kingdom coal,” said Mr. Bevin, 
“T would make a foreign policy.” 

Keynes had produced a document, with his usual crystal style, on the 
Clearing Union, which was to be an Agency for the post-war conduct of 
international finance, and to be open to all of the United and Associated 
Nations. He had in mind that the Union was to provide total overdraft 
facilities of at least $26 billion. The Americans pointed out that if all the 
other nations used all their overdraft facilities and the United States was 
in credit with them all, the net result would be that the Americans would 
have provided as much as $23 billion of short-term accommodation. 

Keynes had in mind that this large international credit should be 
created on credit terms by establishing it and debiting or crediting members 
ina statement of account called Bancor. The Americans found it impossible 
to think of a credit which was not put up in cash, their idea was $8-8 billion, 
of which $1-73 billion would come from the United States, and most of 
them had a strong dislike for Bancor, which they regarded as a tasteless 
aberration on the part of Keynes. 

Keynes also had in mind that the officials would be international officials, 
owing their allegiance only to the organisation to which they belonged. 
Moreover, the Union would be like an ordinary Bank; provided that the 











478 





THE ECONOMIC JOURNAL (SEPT, 


member was in credit he could draw as he pleased. Neither of these ideas 
were adopted by the Americans. White was a dogmatic and purposeful 
personality; he also had the governess behaviour which was rather deep in 
the American officials. If any country came into the Stabilisation Fund, 
as he planned it, it might get help, but subject only to the Fund being 
satisfied with its economy. This doctrine was practically impossible in 
England. We had made up our mind to find our way through our own 
difficulties in our own manner, and we would not be stopped by the Ameri- 
cans. Later, as the organisation of the actual Fund came into being, it was 
evident that the executive members were not to be old-time international 
officials, but national officials owing an obligation to the country which 
appointed them, and would be whole-time Directors who for many hours 
would discuss economic trends. And they were to be very well paid. 

It was also characteristic both of Washington and London that the ideas 
about the Bank were postponed. Some of the financiers in New York and 
some of the best of the American economists had hoped that the Bank would 
be created first and that the Fund, which was dealing in short-term liabilities, 
might come secondary. But Keynes and White had their way. Dr. White 
was told that his Stabilisation Fund assumed the solution of all the world’s 
major post-war economic problems. It was only if those problems were 
solved that minor difficulties would arise on exchange rates. 

The United States Treasury were influenced by the fact that after the 
previous war wild currency fluctuations, speculative capital movements and 
bank failures had created the disordered world in which the Second World 
War was inevitable. Moreover, in the hands of Nazi Germany, exchange 
control and exchange discrimination became the tools of military aggression. 
But the United States Treasury also had in mind that the Government had 
an important duty for the direction of economic life. Mr. Morgenthau’s 
objective as Secretary of the Treasury was ‘‘ to move the financial centre of 
the world from London and Wall Street to the United States Treasury. 
And to create a new concept between nations in international finance.”’ He 
wanted to drive the usurious money-lenders from the temple of international 
finance and to replace them with instrumentalities of sovereign government. 
But already political power was shifting somewhat from the unrepentent 
New Dealers, and the more ambitious aspects of the monetary fund were 
gradually eliminated. 

By contrast, the Clearing Union was technical and non-political. It 
was in fact impersonal. No member States had to engage their own re- 
sources as such to the support of other particular States or any of the inter- 
national projects or policies adopted. They had only to agree in general 
that if they found themselves with surplus resources which for the time being 
they did not themselves wish to employ, these resources might go into the 
general pool and be put to work on approved purposes. We have here a 
genuine organ of truly international government. 
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But despite the strength of the impersonality of the Union, it was these 
items which damaged American support. It was significant in Washington 
that it was dealing with short-term liabilities. Neither its scheme of opera- 
tion nor its finances were such as to make its facilities available in normal 
times. It was not a scheme for dealing with the reconstruction problem. 
One of the difficulties of the reconstruction problem which disturbed the 
Americans was the sterling balances held in London. These balances re- 
flected Britain’s large deficit in current war-time trade and its considerable 
war-time expenditure for the defence of its Empire. A satisfactory method 
of dealing with the inter-allied war debts was one of the major tasks of the 
transition period. 

It was thought that White’s Stabilisation Fund might deal with sterling 
balances, but this meant involving the Fund in the reconstruction problem 
rather than in short-term stabilisation. It was thought that the Fund work- 
ing with the help of the Bank would be able to manage. The capital 
stock of the Bank was $10 billion. That is a small sum now, but it was 
more impressive in terms of the existing price level. Moreover, the Bank, 
with its broad powers to issue notes and securities, could make available 
sums many times larger than its subscribed capital. Moreover, the Stabil- 
isation Fund acquired powers which in the end were reconstructive. It 
was only allowed to sell currency to its members under certain conditions, 
and one of these was that the members required the help to meet an adverse 
balance of payments on current account. If the country is exhausting its 
quota more rapidly than is warranted in the judgment of the Board of 
Directors, the Board may place such conditions upon additional sales of 
foreign exchange to that country as it deems to be in the general interest 
of the Fund. This part of the Fund’s provisions suggested that it would 
be “‘ active ’’ rather than “ passive ”’ in its operation. 

But no international monetary organisation could work if it were too 
grandmotherly, or if cheques drawn on it were returned as non-acceptable. 
Unless White and London could agree on this point the dreams of the Fund 
would be cut short. The Clearing Union placed emphasis on exchange-rate 
stability. Members were required to agree among themselves upon the 
initial values of their currencies in terms of Bancor; they could alter these 
values without permission only when faced with a persistent deficit—and 
then only to the extent of 5%. At the beginning each country could fix its 
exchange rate provisionally. The distinguished representative of France, 
holding that the provisional is the only thing that lasts, had to seek English 
interpretation to explain to Dr. White that this was not true of a provisional 
tate for the franc. In such a situation the franc would fall. 

Thus both exchange controls and exchange-rate variations were ruled 
out as the typical method of restoring balance-of-payments equilibrium. 
To secure those ends an international organisation would have to secure 
deflation in the case of the debtor nations and inflation in the case of the 
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creditors. Members of the Fund were obliged “ not to adopt any monetary 
banking measure promoting either serious inflation or serious deflation 
without the consent of a majority of member votes of the Fund.”’ Later this 
draft was altered to read, “‘ Not to adopt any monetary or general price 
measure or policy which, in the opinion of a majority of the member votes, 
would be to bring about sooner or later a serious disequilibrium in the 
balance of payments, if four-fifths of the member votes of the Fund submit 
to the country in question their disapproval of the adoption of the measure.” 
But as the two documents came into circulation this clause had to be altered 
and provide only that members should give “‘ consideration to the views of 
the Fund.” 

The Fund no longer had authority to demand internal adjustments, 
Moreover, the total amount of drawing rights was limited—a member could 
not put off internal adjustments for any great length of time. If it wished 
to draw any more than half of its quota in two years, or more than the full 
amount of its quota thereafter, it could only do that if four-fifths of the 
members approved and if it agreed to adopt and carry out measures recom- 
mended by the Fund designed to correct the disequilibrium in the country’s 
balance of payments. 

When Dr. White’s plan was published in the United Kingdom consider- 
able scepticism was expressed about it. The provisions for gold subscrip- 
tions and for the fixing of exchange rates in terms of gold—for the rates had 
to be expressed in terms of the gold content of a dollar—encouraged fears 
that it involved “ a full return to the gold standard.”” The prevailing con- 
cern with domestic expansion in the United Kingdom was so strong that 
some commentators doubted if the Clearing Union would provide safe- 
guards for a policy of full employment, and it was believed that no British 
Government could accept anything like the White proposals and remain in 
power beyond the first post-war election. 

The Keynes plan placed the onus—it was argued in Washington—on 
the wrong shoulder, because while obdurate debtors were called to account, 
the only penalty imposed on obdurate creditors was an interest charge on 
credit balances exceeding the agreed quota. The United States papers 
reminded their readers that Lord Keynes had been an antagonist of stability 
of foreign-exchange rates and a champion of currency devaluation and 
credit expansion. The Wall Street Fournal thought the Clearing Union was 
a machine for the regimentation of the world. Fundamentally there was 
the constitutional difficulty that Congress alone regulates the value of money, 
and was quite undisposed to transfer that duty to a mysterious international 
scheme. Moreover, a scheme of quotas in a pool which gives a debtor the 
right to believe that he can credit up to that amount is unsound in principle 
and raises hopes that cannot be realised. 

It was indeed plain that neither Lord Keynes’ Clearing Union nor Dr. 
White’s Fund would be accepted by both of the two countries, and further 
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effort had to be made to arrive at some genuine Anglo-American under- 
standing. In the United Kingdom interest in Bretton Woods was casual. 
In the United States a soap-opera was produced. Itissad that Mr. Gardner 
did not quote it. It had huge mythological figures of New Deal days 
arguing with each other, and it was alleged that it had an effect upon 
opinion. Mr. Gardner well records the general situation after the discussions 
at Bretton Woods: 


** The British and American Governments had succeeded in drafting 
a compromise that appeared to dispose of the major issues dividing 
them in the financial policy field. (This compromise had been embodied 
in the two institutions whose charters were completed at Bretton 
Woods—the International Monetary Fund and the International Bank 
for Reconstruction and Development. But the elaboration of detailed 
rules was by itself no guarantee of Anglo-American collaboration; the 
rules would work only if they reflected a genuine consensus between 
the two countries on the means by which multilateral payments might 
be achieved. 

** As it turned out, the debate on the Bretton Woods agreements 
revealed striking differences on some of the major issues. The British 
appeared to regard the International Monetary Fund as an automatic 
source of credit; the Americans seemed to consider it as a conditional 
provider of financial aid. The British emphasized their freedom to 
maintain equilibrium by depreciation and exchange control, placing 
on creditor countries the main burden of adjustment; the Americans 
looked forward to the early achievement of free and stable exchanges, 
specifically rejecting the suggesting of any one-sided responsibility on 
the United States. Most disquieting of all, the British considered their 
adherence to multilateral principles contingent upon bold new measures 
of transitional aid; the Americans claimed that the Bretton Woods 
institutions would meet Britain’s post-war needs and that no additional 
measures would be required. Without a meeting of minds on these 
matters, it was hard to see how the two institutions could be made to 
work. 

*“* The magnitude of the difficulty may be appreciated by recapitu- 
lating the situation as it stood in mid-1945. Although the American 
Congress had approved the Bretton Woods plans, the British Govern- 
ment still held back. In the absence of adequate measures to bridge 
the transitional difficulties, the Bretton Woods programme was regarded 
with considerable scepticism in the United Kingdom.” 


International commercial policy did not proceed as rapidly as inter- 
national financial policy. There were proposals for consideration by an 
international conference on trade and employment, and proposals concern- 
ing the international trade organisation. Both countries had agreed on 
the principle that quantitative restrictions should be prohibited, but they 
had also agreed that they could be used as an aid to the restoration of 
equilibrium in the balance of payments. The principles governing the use 
of the restrictions were to be agreed at a later date. 
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The United Kingdom Parliament and people were extremely critical 
even of these proposals. The United States Government was prepared to 
reduce some import duties, but still demanded an elimination of Imperial 
Preference. In the spring of 1944 a Debate in the House of Commons took 
place on the subject of Commonwealth Unity. At this stage not only the 
Government but also the Labour Party expressed themselves firmly with a 
policy of fostering Imperial ties and supporting the value of Imperial 
Preference, which had been of help to us and the Dominions. 

There remained two inconvenient but minor discomforts between the 
two countries. The United Kingdom in 1941 had been compelled to 
undertake not only not to permit any export of Lend Lease goods, but also 
articles made with Lend Lease materials or even substantially similar 
articles to those received under Lend Lease. The export interests in the 
United States pressed the United States Government to secure the strict 
administration of this undertaking. At the end of the War United Kingdom 
exports were only one-third of their pre-war volume. It must be assumed 
that some part of that decline was due to the pressure under Lend Lease. 
Moreover, the British gold and dollar reserves had exceeded $4 billion 
before the War. By the time Lend Lease was received they had been 
virtually exhausted. Until the last months of the War, the American 
Government pressed the United Kingdom to keep the reserves to a figure 
not greatly in excess of $1 billion. The greater the dependence on American 
aid after the War, the greater the chances of gaining acceptance of American 
views on multilateral trade. The Prime Minister took an active part in 
this controversy, and in the end the United States Government accepted a 
reasonable increase in the reserves. 

It was perhaps difficult to expect Washington to pay for what had been 
given to the United Kingdom before Lend Lease. But it might have been 
possible to maintain the principle of Lend Lease until British exports had 
been restored and British reserves had been strengthened. Could not the 
expenses of demobilisation and enemy occupation be considered as costs of 
the War itself? But it was plain that both Congress and indeed industrial 
opinion in the United States would not have this. War-time aid was one 
thing, post-war reconstruction and assistance was another; Congress must 
be given greater control of the second. 

At the same time the enthusiastic years of post-war planning had en- 
couraged a tendency to look on the world as one “‘ in which lenders will 
lend and borrowers will not repay.’’ At the end of the War the United 
States had achieved tremendous expansion of its industrial plant, which 
was far more evenly distributed than before the War. It faced a peace- 
time future in better economic health than ever before. If any problem 
clouded the situation it was that of fully employing the expanded productive 
resources. In the United Kingdom the situation was not so happy. About 
one-quarter of Britain’s pre-war national wealth, £7,300 million, had been 
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lostinthe War. £1,500 million had been destroyed physically, £700 million 
had been lost on shipping, £900 million on internal disinvestment and 
£4,200 million on external disinvestment. The deterioration in the external 
position arose not only from the liquidation of external investments and the 
increase in external liabilities but also from the worsening of the terms of 
trade. ‘To compensate for these losses, physical exports would have to be 
increased some 50% above the pre-war level simply to enable the purchase 
of the pre-war level of British imports. But in fact, because of fuller employ- 
ment, the need to service new indebtedness and new requirements for other, 
and particularly military, foreign expenditure, the necessary increase in 
British exports was probably nearer 75%. It would take at least three 
years before such an increase could be achieved. During this time the 
United Kingdom would face a deficit in its balance of payments of an 
estimated $5 billion. 

Some form of transitional assistance was obviously required to avert a 
fall in British standards to a point even below their war-time levels and the 
danger of widespread unemployment. This situation did not become fully 
apparent until the end of the War, though qualified opinion in both coun- 
tries had regarded the structural change in the English international 
financial position as a major world problem, upon the solution of which 
the course of international relations would fundamentally depend. Neither 
of the institutions of Bretton Woods was capable of effectively meeting the 
big problem of transitional finance. A similar neglect of the transitional 
problem was seen in the evolution of the United Nations Relief and Re- 
habilitation Administration. At the beginning U.N.R.R.A. seemed likely 
to play a major role in reconstruction. But its functions were progressively 
confined when, due to the insistence of Congress, rehabilitation was defined 
as co-terminous with relief. 

It was quite plain that the President’s administration would not be 
willing to see Lend Lease used for assistance during reconstruction. The 
United Kingdom was also critical about the principle of accepting American 
assistance. Labour opinion took the view that American financiers had 
been trying to force Britain to accept a huge American loan so that they 
could get hundreds of millions of dollars interest which would be a first 
charge on British taxes. Opinion in the United States was in fact far more 
generous. But British opinion was sharply shocked by an incidental but 
necessary outcome of the administration of Lend Lease. When, as the 
result of the use of the atom bomb, and much sooner than had been generally 
expected, Japan announced its readiness to surrender, the Foreign Economic 
Administrator was instructed to take steps to discontinue all Lend Lease 
operations and to notify foreign governments receiving Lend Lease of this 
action. President Truman directed that all outstanding contracts for Lend 
Lease had been cancelled except where allied governments were willing to 
agree to take them over, or where it is in the interest of the United States 
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to complete them. This was a bomb from an unexpected quarter on the 
United Kingdom. But in the United States little sympathy was shown for 
expressions of dissatisfaction. The New York Daily News, says Mr. Gardner, 
compared the British reaction to ‘* being mad at your rich uncle who has 
been giving you hand-outs, because he died.”’ 

At this stage a different approach had to be made to the American 
Government. Despite the disappointments he had experienced in the 
United States, Keynes, with a deep fund of compassion for what the people 
in England had endured during the War, made up his mind to approach 
the American Government for help which might take the form of a grant-in- 
aid. For such an inquiry Keynes did not need ministerial direction. He 
could go out and make the best story he could, if he succeeded the Govern- 
ment would be pleased. It was indeed in this spirit that Keynes made his 
adventure. 

He had been warned by colleagues in Washington that American opinion 
had changed and that arguments on equality of sacrifice would be useless, 
Keynes held out the hope in London and in Washington that the American 
Government, seeing the realities of the British position, would agree to 
make $6 billion available as a grand-in-aid, or at the very least as an interest- 
free loan. He had not foreseen that any financial gift would have written 
round it extraneous fiscal conditions. With his usual care in ascertaining 
the facts, Lord Keynes had produced for himself a case which sounded to 
his London colleagues convincing. It is important to remember that what 
Lord Keynes found convincing to himself might reasonably be expected to 
convince others. 

In September 1945 he headed a British delegation to seek the settlement 
of Britain’s Lend Lease Account and some new measure of American aid. 
What he said at first held by his doctrine throughout the discussion, ‘‘ We 
are not coming to you hat in hand as suppliants. We do not want to ask 
anything of you which you are not satisfied is in the ultimate interest of your 
own country.’ He terminated the arguments about Lend Lease with the 
sentence, ‘“‘ We have received far too much liberality and consideration 
under the famous Lend Lease Act to make any complaint about its sudden 
cut.”” Rather cautiously he drew the line of the grant-in-aid. It would 
be easy for the United States to offer and for the United Kingdom to “ put 
their names to a substantial loan on more or less commercial terms without 
either party in the transaction paying too much attention to the likelihood 
of being able to fulfil the obligations which they are undertaking. We are 
not in the mood and we believe and hope that you are not in the mood, to 
repeat the experience of last time’s war debt.”’ 

Before a substantial number of people, say forty or fifty skilled economists 
in the Treasury, he outlined his case. He showed in simple terms what had 
happened to our economy. It is true that he also mentioned equality of 
sacrifice, but the Administration was far more interested in future policies 
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than in past performances. Comparisons about British and American war 
efforts stirred resentment. 

There had, however, been a change in the direction of the American 
team. Mr. Morgenthau was no longer Secretary of the Treasury. The 
Chairman of the American team was Mr. Fred Vinson, a border-state 
Democrat with deep understanding of Congress and closely in touch with 
the grass roots of America. His main duty as he saw it, both to himself and 
the President, was to discover the popular will and translate that will into 
Government policy. In the autumn of 1945 the popular will was un- 
mistakable. Disinterested with international affairs, it was concerned with 
the dramatic events of domestic reconversion, and voices citing the threat of 
inflation and the unprecedented size of the national debt, counselled against 
any additional foreign lending. Ex-President Herbert Hoover declared, 
“Europe should not ignore the fact that we are far more impoverished by 
this war than by the last one.” The best that could be hoped for was to 
draw up a balance sheet to see whether anything could be spared to England 
after taking care of domestic needs. 

There was another aspect of the popular mood which Vinson had to 
regard. A Labour Government operated in the United Kingdom, and 
might be tempted to nationalise their industries against us. Even Keynes 
himself was regarded as a possible exponent of Socialist experimentation, and 
the United States was not willing to give money to policies which did not fit 
with the American principles of private enterprise. Most Americans agreed 
that Socialism was a matter for the United Kingdom. But it was plainly 
put: ‘‘ The question of a loan to Britain does not hinge on the political 
philosophy of her Cabinet. It hinges on the question of what policy that 
Government is likely to adopt in its commercial relations with the rest of 
the world.”’ 

Apart from the generally strong popular opposition to the idea of a 
further loan to the United Kingdom, Congress was becoming more rebellious. 
When Keynes spoke in the House of Lords Debate on the Loan Agreement 
he said, ‘‘ During the whole time I was in Washington there was not a single 
Administration measure of the first importance that Congress did not either 
reject, remodel, or put on one side.’ But much of the American attitude 
on this issue must rest on Dr. White. During the discussions at Bretton 
Woods, Dr. White had belittled the need for a British loan, and certainly 
under Mr. Secretary Vinson he was not likely to change that policy. 

In addition, Mr. Vinson was supported by Mr. Clayton. Despite Mr. 
Clayton’s justified popularity with the English negotiators, he was bound 
by the doctrine of multilateral trade and the free economy on which his own 
fortune had been created. It was only if the United Kingdom committed 
itself formally to immediate principles of multilateral trade that Mr. Clayton 
would have any great interest in making a loan at all. He had been dis- 
satisfied by the previous steps on commercial policy and by the latitude 
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imposed by the British in the drafting of Bretton Woods, and in his mind 
the request of Lord Keynes for a grant-in-aid gave the United States an 
opportunity to hurry matters up. 

Lord Keynes, with a powerful quotation of figures, had indicated that 
$6 billion would be required. The Americans thought this much too high, 
but estimated the balance of payments deficit for 1946-48 at $3-3 billion, 
Mr. Vinson proposed $3-5 billion and Mr. Clayton $4 billion; the President 
himself split the difference by fixing $3-75 billion. It is difficult to see why 
the Administration or Congress would swallow $3-75 billion but choke over 
$5 billion. Moreover, it was quite plain that a loan free of interest would 
be unacceptable, but the United States made a proposal for a modest 
charge of 2% and provided that in certain circumstances when Britain was 
earning an inadequate amount of foreign exchange, the interest could be 
waived. 

But this was not the only difficulty. The United States, as Mr. Clayton 
had indicated, were trying to write into a Loan Agreement commercial 
conditions, and indeed to reintroduce the abolition of Imperial Preference. 
The English papers promptly said that the English were being asked to give 
up their tariff system, which had helped them through very bad days, in 
return for financial aid. 

The negotiations now reached a final point on which in some respects 
they broke. The Americans proposed that the United Kingdom should 
not impose any restrictions on the use of sterling in current transactions 
after December 31, 1946. Lord Keynes objected to the idea of a fixed 
deadline, especially one only a year away. He did not believe that the 
anticipated rate of British recovery justified the assumption of such a 
burden. In the end, all that Keynes could do was get the timetable 
extended by a few months, to one year after the effective date of the 
Agreement. 

The United States had throughout been critical about the growth of 
the sterling balances and the consequent dangers of a substantial part of the 
loan passing into unintended hands. At some stage in the negotiations a 
suggestion had been made that the existing balances should be scaled down 
by one-third. The main holders of the sterling balances were countries like 
India, Egypt and the Argentine, who would be extremely unlikely to accept 
a proposal of that kind, especially if it had been made not in their presence 
but between Great Britain and the United States. 

Lord Keynes and his Delegation had gone to Washington without 
considering the additional terms which the Americans might wish to write 
into a Clause on the loan for the political as well as financial reasons pre- 
viously given. The British Government was unwilling to enforce a commit- 
ment in the document on the Loan Agreement. Washington is an edgy 
place, and Lord Keynes, who was carrying inevitably the greater part of 
the burden, grew increasingly annoyed at the criticisms he received from 
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London. After one cable he had received he cabled: ‘‘ We are negotiating 
in Washington repeat Washington. Fig leaves that pass muster with old 
ladies in Threadneedle Street wither in a harsher climate.’’ But in fact 
Lord Keynes was not negotiating in Washington, repeat Washington, he 
was negotiating to some extent in New York, who would have something 
to say about the sterling—dollar values which would arise if there was a run 
on sterling. He was also negotiating in London. Negotiations were 
dragging along until the final date was ominously near. December 31 was 
the last date by which the United|Kingdom could register the Agreement at 
Bretton Woods, and that date had to be borne in mind by the negotiators 
on the Loan Agreement. In the end, despite anxieties in London, the 
Agreement was endorsed. 

It is perhaps worth a comment to show what happens when you expose 
an international currency like sterling to a fixed date by which time its 
convertibility on Current Account will be changed. The Chancellor of the 
Exchequer had said in Parliament with some surprise that, “‘ The contrast 
is most remarkable between the great difficulty of the overseas position, and 
the relative ease of the purely domestic financial position in which things 
are very much better and easier than we would have had any reason to 
expect two years ago.’ But it was in fact inevitable that the overseas posi- 
tion would continue to dominate the Treasury’s anxieties, which could not 
separate overseas and internal finance. Nearly everything had to be bought 
with dollars. The United Kingdom could not curtail her own dollar 
expenditure sufficiently, and the other members of the sterling area, although 
in time they agreed to dramatic curtailment, were not willing to do it in 
advance. 

But for the Bretton Woods limitations of the dollar-sterling rate there 
would have been considerable pressure upon the rate as foreign buyers saw 
the slow dispersal of our Foreign Account. But when they realised that 
convertibility might come to an end in a few weeks, there was in the simple 
sense of the words, a run on the bank, and a British Delegation had to go 
out to point out to Mr. Snyder, who had succeeded Mr. Vinson as Secretary 
of the Treasury, that the dollars at the United Kingdom’s disposition were 
rapidly running out, and that the United Kingdom would find themselves 
unable to face the demands of the debt for convertibility. Mr. Snyder 
understood perhaps rather better than Mr. Vinson, what had been happen- 
ing, and what is likely to happen when there is a run on the bank, and in a 
friendly way he found a formula by which the British would admit their 
failure but would regard it as purely temporary with a hope of getting back 
toa more satisfactory arrangement. The British Treasury had accordingly 
to arrange for regular meetings of the chief holders of sterling to discuss the 
problems of their expenditure, and indeed the various Dominions announced 
their intention to live within their current dollar incomes and so avoid 
drawing upon their accumulated sterling balance. 
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In the face of this depressing event, the sponsors of non-discrimination and 
multilateralism could make very little progress. It was non-discrimination 
which created difficulties for the British Government. So also did the 
developing economic situation. Drastic cuts in imports which might affect 
the principle of non-discrimination had to be imposed. Under the Inter- 
national Monetary Fund the Executive had not decided that the dollar was 
a scarce currency, a financially improbable event in any case, therefore 
there could be no universal principles of non-discrimination. Mr. Snyder 
had to state that the Loan Agreement was flexible and that it was no part 
of that Agreement to fix a strait-jacket on British trade. Discrimination 
finally had sanction from the American Government, but it was indeed a 
smallish matter after the import programme of the United Kingdom in the 
sterling area had been drawn up. Only 2% of imports from the United 
States were affected. 

At a time when people in England had to face a real future which was 
different from the future that had been promised and had to contemplate 
austerity and struggles for economic survival, all this was the subject of 
political controversy. There were in fact many statements in the news- 
papers that without the Loan we might have been temporarily in a worse 
state of austerity, but that there was some cause to doubt whether it had 
improved our long-term prospects for recovery. We had surrendered, it 
was argued, to the United States, among the terms of the Loan, an agree- 
ment on our international trade; whereas we might have found our own 
solution by direct action in our own way. The Banker finds further words 
for the tombstone: 

** The Americans seem to entertain hopes that the retreat from such 
forms of multilateralism as had begun to emerge may be ended by the 
granting of liberal aid to Europe under the Marshall Plan. But 
European nations are not likely to respond. Britain’s experience with 
convertibility will surely give rise to a resolute determination to refuse 
American aid which has economic strings attached.”’ 

Mr. Gardner has given a remarkably fair and dispassionate account of 
these difficult years. He presents the arguments advanced, the political 
background and the conflict of personalities. But his fair account makes it 
difficult to draw the lessons that we should all learn. Why was it that by 
1947 the economic objective of each country was frustrated? England had 
failed to achieve the transition from war to peace without a crisis. The 
United States had failed to achieve the progress towards multilateralism 
and the elimination of preferences upon which her statesmen set great 
store. 

Mr. Harrod comments that this was “‘ two democracies carrying out 
their diplomacy.”” The movement of democracies is slow. Mr. Gardner 
is the rare type of an economic historian. It is not for him to decide 
what was wrong. The traditional diplomatic technique is out of step 
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with the conflict of economics. What is required is public interest on 
a wide scale. But Mr. Gardner has succeeded in raising debate to the 
level of philosophy, and daring to seek truth that begins where argument 
ends. 

Witrrip Eapy 


London. 














REVIEWS 


The Accumulation of Capital. By Joan Rosinson. (London: Macmillan, 
1956. Pp. xvi + 440. 28s.) 


Tue object of Mrs. Robinson’s analysis is to clarify the consequences 
and the proximate causes of differences in, and changes in, the rate of 
capital accumulation. She recognises that the ultimate causes of accumula- 
tion are important but lie within the domain of disciplines other than 
economics and that the ultimate consequences extend beyond the acquisi- 
tion of material wealth. She takes a detached view of the economic game, 
which is played according to set rules by players whose behaviour is deter- 
mined by character. The task she sets herself is to comment on the game as 
it develops and fluctuates under the impact of changes in population and 
technology. 

Mrs. Robinson also recognises that ‘‘ an economy is an entity consisting 
of groups with conflicting interests held together by rules of the game” 
(p. 16), which are ‘‘ largely concerned with the manner in which work and 
property are combined in production and with the rights that they give to 
shares in the proceeds’ (p. 4). Her chief interest is in the game under the 
capitalist rules where ‘“‘ the paradoxical-seeming pursuit of profit for its own 
sake has led to the development of an economic system which has proved 
not only viable but remarkably productive of wealth ’’ (p. 40). 

The main question is a classical one: what are the conditions for the 
achievement of a cumulative long-term growth of wealth and what is the 
outcome for the relation between wages and profits? To answer this an 
abstract model of the economy is built to show the interactions of the 
relation between wages and profits, the relation of the stock of capital to 
the labour force, the degree of competition in the economy and the tech- 
niques of production used. 

The art of model building is to concentrate on the essential aspects of 
the problem and to simplify in the directions in which simplification does 
not vitiate the argument. Mrs. Robinson works with a dynamic two-sector 
linear model, and in the 111 pages of Book II, without the use of mathe- 
matics or diagrams, she squeezes all the answers out of her model. 

The concepts and categories of analysis are discussed in Book I, and 
here one is impressed by the way in which complex reality is reduced to 
abstraction. The chief merit of Mrs. Robinson’s approach, which is s0 
typical of English classical economics, is that while she is expounding theory, 
she manages to keep both feet on the ground: her simplifications are pre- 
cisely those which emphasise the characteristics of our modern economy. 
Although intended as an introduction to the volume, Book I can also be 
regarded as a self-contained, concise description of the framework of our 
economy, useful even to those who do not wish to read further. 
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The model, once it is set up, gives answers automatically to a range of 
problems. To be more realistic, that range has to be widened, and this 
can be done either by making the model more complicated or by adjusting 
the results in each specific instance. The choice is one of convenience of 
calculation and of exposition. Mrs. Robinson certainly cannot be accused 
of having forgotten the abstractions of her model. Over one-half of the 
main text, Books III to VIII, is complementary to the model. Here the 
abstractions are removed, one at a time. Mrs. Robinson examines what 
happens in the short period, how far money and finance modify the working 
of the model, and what happens when the two-sector assumption is relaxed 
to allow for the rentier or for land. Finally, she sketches briefly the connec- 
tion between the theory of accumulation and those of relative prices and 
international trade. It would be difficult to suggest that the problems 
covered in Books III to VIII could be more conveniently solved within the 
model than outside it. In particular, the two-sector assumption results in 
an effective description of a developed industrial economy. 

There are two classes in the model—entrepreneurs and workers—and 
two commodities—consumption goods and investment goods. Entre- 
preneurs invest their whole income, while workers consume everything and 
save nothing. A fundamental identity follows: ex-post profits equal invest- 
ment. Whatever entrepreneurs as a class decide to invest, determines 
profit. They will not, of course, invest unless they expect to obtain a 
satisfactory rate of profit. There is also an upper limit to investment set by 
the minimum level of real wages on which workers insist. Within that 
limit—the inflation barrier—there are lower but weaker barriers set by 
finance, productive capacity, monetary factors and, most frequently, the 
balance of payments. At each step in the growth of the economy the 
barriers are pushed farther out and the next step becomes possible. Within 
the barrier progress depends, in the first place, on the energy of the race of 
entrepreneurs. 

But even if entrepreneurs are energetic, smooth growth of the economy is 
possible only if additional conditions concerning the nature of technical 
progress are satisfied. These Mrs. Robinson examines in successive approxi- 
mations. First, she discusses the case of a fixed technique of production; 
next, the case of technical progress brought about by inventions when one 
technique succeeds another in time, but at any given time only a single 
technique is used; and, lastly, the choice between techniques according to 
wage—profit relationships, and the combination of choice between techniques 
and the impact of inventions. It contributes to the efficiency of exposition 
that, in contrast to neo-classical economics, Mrs. Robinson gives precedence 
to inventions over the static choice between techniques which is so much 
kss important in an industrial economy. 

Put very briefly, the minimum condition of smooth progress at the 
No. 267.—VOL. LXvI. LL 
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highest ‘‘ technical” rate is an even and balanced flow of innovations, as 
defined by Mrs. Robinson in detail. In that event, the share of wages in the 
national income will be constant and real wages will rise with output. The 
fulfilment of the necessary conditions in the real world is unlikely, technical 
progress will be uneven and unbalanced, and employment and the rate of 
accumulation will fluctuate. What happens to wages and profits has to be 
worked out from the model, and no single generalisation, such as the 
classical (including Marxian) or neo-classical economists would have had, 
is possible. : 

Mrs. Robinson states that she arrived at her theory as a generalisation 
of the Keynesian theory of employment. It would be equally true to say 
that she brought the Keynesian apparatus of thought, as well as her reflec- 
tions on competition and monopoly, and applied them to classical problems 
and to the testing of classical answers. 

There is more than one aspect of the similarity between Mrs. Robinson’s 
theory and the General Theory. First, with a master-stroke Keynes switched 
economic analysis into terms of ex-post, and hence measurable, variables. 
Throughout Mrs. Robinson’s analysis one is given the impression that her 
concepts and categories are abstractions, not far removed, from statistical 
and accounting analogues. Second, in both theories entrepreneurial 
decisions are regarded as determining variables: it is investment which 
determines savings or profits, and not the other way round. Third, both 
are macro-theories, in contrast to neo-classical theories where macro- 
relationships were assumed to be simply the sum of micro-relationships. 
Keynes has pointed out the paradox of thrift, the conflict between desirable 
private and desirable social behaviour. Mrs. Robinson stresses the paradox 
of ‘‘ the widow’s cruse’’—that whatever entrepreneurs spend, they earn—and 
her illuminations of paradoxical institutions, like the patent system (p. 87), 
suggest the remarkable unity of economic theory. 

As against the approach of the mathematicians, Mrs. Robinson’s tech- 
nique can bring theory nearer to reality. In a mathematical model any- 
thing can happen, within the constraints set, but as Mrs. Robinson works 
her model certain events are more likely to happen than others. She 
argues, for instance, that if capital-saving innovations take place, entre- 
preneurs are more likely to maintain the value of capital invested than 
productive capacity (p. 165), but when capital-using inventions take place, 
some entrepreneur or another will find additional finance to maintain 
productive capacity (p. 168). Some of the story could perhaps have been 
told more simply, especially in Chapters 10 and 11 (which Mrs. Robinson 
admits to be difficult) by the more explicit use of linear-programming 
techniques, a little mathematics and numerical examples integrated with 
the text. In spite of claiming to be free from controversy, the difficult 
chapters are difficult partly because of efforts to demolish well-established 
fallacies—that capital is uniquely measurable and that the marginal pro- 
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ductivity of capital is a significant concept. The quantity of misdirected 
empirical research which is still being undertaken all over the world does, 
however, indicate that Mrs. Robinson’s efforts to unteach, as well as to 
teach, are not superfluous. 

It was Mr. Harrod who, in 1947, called for an economic theory which 
would be dynamic and not static, general and not partial, and which would 
evolve principles that would lend themselves to empirical verification. Mrs. 
Robinson passes the three tests. In her book dynamics is not an amplifica- 
tion of statics, but rather the static state is a special (and unlikely) case of 
the dynamic. Her analysis is general, in the sense that it is centred on the 
overall movements of the economy, as she simultaneously considers within 
the model all crucial variables. The fact that Mrs. Robinson’s theory lends 
itself to empirical verification follows from the nature of the categories and 
concepts of analysis, to which it is possible to find empirical analogues. She 
has demonstrated that there is more than one concept of capital and that 
in different contexts a different concept should be used. She has also 
developed and defined concepts, such as neutral technical progress, which 
are significant for analysis and which hold out the hope of being measur- 
able. And, more immediately, she has shown that some empirical findings 
can be interpreted in more than one way, bringing home the point that 
measurement without theory is futile. 

In a recent essay, Professor Hicks distinguishes dynamic theories of two 
types—period analysis (such as the Lindahl theory) and stock-flow analysis 
(such as the Keynes theory)—and argues that the latter is more efficient for 
analysis and for empirical reference. The achievement of Mrs. Robinson 
is that she has written a full-scale text-book on what is probably the most 
important post-war subject by making use of an efficient dynamic theory. 
She of course acknowledges her debt to others, among the contemporaries 
especially to Harrod, Kaldor and Kalecki. It is too early to pass final 
judgment on a book on this scale; it will no doubt be discussed and criticised 
foralong time. But, at least, we have promise of further progress: it is for 
econometrics to take the next step. 

T. BARNA 
National Institute of Economic and Social Research, 
London. 


Financial Policy, 1939-45. By R.S. Sayers. History of the Second World 
War, United Kingdom Civil Series, edited by Sir Kerrn Hancock. 
(London: H.M. Stationery Office and Longmans, 1956. Pp. xi + 608. 
37s. 6d.) 


GENERALS are regarded as preparing for the next war by study of the 
lat war. But the Second World War required a completeness on all 
parts of our life and energy and it is reasonable that Sir Keith Hancock 
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should be preparing the various parts of the civil economy—partly as a 
guide, partly as a warning. Here is a major study of finance in the last 
war. It is alleged that Mr. Churchill, when inviting Sir Kingsley Wood to 
be his Chancellor of the Exchequer, told him that he did not wish to hear 
the word Treasury until the end of the War. Professor Sayers repeats that 
it is sometimes supposed that the sole duty of finance in time of war is to 
keep out of the way. But he properly goes on to say that if there were any 
truth in this story there would be no occasion for the present book. 

Professor Sayers has in fact written an exciting book. He describes the 
action taken by the Government, and explains why at the time the policy 
seemed sufficient. But with hindsight he steps back and reviews the con- 
clusion. In no country during the War did the Government succeed in 
organising the whole operating life to the same extent as we did in the 
United Kingdom, and the importance of Professor Sayers’ book is that he 
describes in some detail how this was done financially. 

In the First World War we took matters as they were. London was 
the financial centre of the world. It was a 6% war, for this rate of interest 
was alleged to attract foreign money and to ensure savings. A distinguished 
banker, summoning perhaps fifty years of his experience, said that at 7%, 
money could be fetched from the moon. A later Prime Minister, looking 
at the House of Commons, said that a considerable number of them had 
done well out of the War. The experience of 1914-18 and the financial 
nightmares of post-war Europe were in the minds of all, and it was evident 
that more heroic financial measures were necessary. 

But fiscal affairs change slowly. The first Budget of 1939, which had 
regard to the large number of unemployed—some two million—could 
scarcely afford large increases in taxation, without a corresponding rise in 
prices, which would not be acceptable. Thus taxation ran along the 
familiar lines of entertainments duty and carrying out promises on medicine 
duties. 

But in September a new Budget was introduced. Here came the first 
note of the new war Budgets, the need for heavy taxation to curtail civilian 
demands and so to release resources for the War. Sir Hubert Henderson 
and Sir Dennis Robertson had joined the Treasury, and were able to reflect 
upon economics, undisturbed by the historic distortion of Treasury memories. 
Income tax was raised from 5s. 6d. to 7s., in a transition to 7s. 6d., which 
was to follow in 1940. Reliefs were sharply cut, surtax rates were raised, 
and estate duty was increased. A penny a pound on sugar was hotly 
debated, because it left its mark on the cost of living index, and would 
affect old-age pensioners and children. At this stage Parliament had not 
realised that the necessities of war-time financial policy would have to apply 
to all sections of the community. 

The next stage in the Budget was to take the “ profit out of war.’’ The 
armaments duty had been imposed in the summer of 1939, but when com- 
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pulsory military service was introduced in the spring of 1940 the Govern- 
ment felt itself obliged to take the profit out of the War by an excess profits 
tax to be imposed immediately after the War—60% on the excess of the 
profits of trade or business over a pre-war standard. At the same time 
the idea of a capital levy on war-time increases in personal wealth took the 
ground, but the opposition, especially from property owners on military 
service away from home, and the administrative difficulties which would 
have overcome the staff of Inland Revenue, led to a quiet departure, and as 
the War went on, and the excess profits tax was raised to 100%, and civilian 
life was becoming disorganised, this part of the financial policy, the capital . 
levy, died down. 
On April 23, 1940, Sir John Simon introduced the second war Budget. 
The phoney war was disappearing, and the size and power of the German 
attacks were now clearly visible. The issue now was not so much on 
taxation, but on the proper proportion of Government expenditure to be 
spent on the War. German expenditure on the War was clearly out- 
pacing the efforts of the Government—though this was about three times 
the rate of revenue. It was now clear that a complete change in the finance ¢ 
of the War was necessary. At this moment Keynes produced his pamphlet 
How to Pay for the War. ‘This doctrine decided the shape of the Budgets for 
the War. Keynes offered us an innovation, a national-income arithmetic 
approach. He added up the total value, at current prices, of resources 
becoming available for all uses during the year, and then added together 
the total demands—personal consumption, irreducible investments and 
exports, and Government expenditure. 
Much of this is now acommonplace. The Budget now turns aside from 
the collection of revenue to meet Government expenditure; it reviews the 
fiscal policy of the country, and will pay regard to the level of imports which 
might tax the balance of payments, and to exports, and to investment. 
But in his first pamphlet there was a lucid freshness in his thought and style. 
He demanded lucidity in financial affairs. More lucidity is our first need. 
This is not easy. For all aspects of the economic problem are interconnected. 
Nothing can be settled in isolation. Every use of our resources is at the 
expense of an alternative use. We shall raise our output to the highest 
figure which our resources and our organisation permit. We shall export 
all we can spare. We shall import all we can afford, having regard to the 
shipping tonnage available, and the maximum rate at which it is prudent 
to use up our reserves. From the sum of our own output and imports we 
have to take away our exports and the requirements of war. Civilian 
consumption at home will be equal to what is left. It can be increased only 
ifwe diminish our war effort or if we use up our foreign reserves. 
The right outcome depends on weighing one advantage against another. 
Is it better that the War Office should have a large reserve of uniforms in 
stock, or that the cloth should be exported to increase the Treasury’s reserve 
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of foreign currency? Should our shipyards build warships or merchant. 
men? Should a twenty-year-old agricultural worker be left on the farm 
or taken into the Army? What reduction in working hours and efficiency 
is justified in the interests of air raid precautions? 

This leads up to a fundamental proposition. There will be a certain 
definite amount left over for civilian consumption. The point is that its 
amount will depend only to a minor extent on the amount of money in the 
pockets of the public and on their readiness to spend it. ‘This is a change 
from peace-time experience, and that is why we find it difficult to face the 
economic consequences of war. We have been accustomed to a level of 
production which is below capacity. If we have more to spend, more will 
be produced and there will be more to buy. In peace-time the size of the 
cake depends on the amount of work done. But in war-time the size of the 
cake is fixed. If we work harder, we can fight better. But we cannot 
consume more. ‘That is the sombre fact before the man in the street, that 
the size of the civilian cake is fixed. 

The public cannot increase its consumption by increasing its money 
earnings. Yet we try to increase our earnings in the belief that we can thus 
increase our consumption. Indeed, this is true still, for each individual 
can increase his share of consumption if he has more money to spend. 
But, since the size of the cake is now fixed and is no longer expansible, he 
can only do so at the expense of other people. If all alike spend more, no 
one benefits. Here is the chance of imposing a common rule. The wage 
and salary earner can consume as much as before, and in addition have 
money over with the bank for his future benefit and security, which would 
belong otherwise to the capitalist class. Without such a plan, prices will 
rise just enough for the money we spend to be used up by the increased cost 
of what there is to buy. 

Unless the whole cost of the War is to be raised by taxes, which is 
not practically possible, part of it will be met by borrowing, which means 
that a deferment of money expenditure must be made by someone. Now 
that simple sentence meant that there should be a larger element of forced 
saving, by sharp increases in income tax on the mass of the people, part to 
be refunded at the end of the War. 

It was evident that public opinion was not yet ready for such drastic 
changes. Even officials were reluctant; there had been some decline in 
response to National Savings appeals, and others thought that wage claims 
would be increased by high taxation. But the changes were coming. The 
first issue by the Government in March 1940 did not succeed. £300 
million was a small effort compared with what would become necessary. 
The Chancellor wished to avoid taxes which might affect the cost of living 
index, such as duties on foodstuffs, and also to check by heavy taxation 
purchasing power which tended to the production of luxuries. At this 
time, and quietly in the revenue departments, a new scheme of taxation was 
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under survey, a more general tax on purchases which would collect some of 
the dangerous stream of purchasing power on personal goods. Among the 
last chances of the old taxation principles lay legislation limiting dividends 
and prohibiting the issue of bonus shares. 

Professor Sayers regards all this as Voluntarism on Trial. The Economist 
was very angry. The Budget, as covering war expenditure, was much less 
than the anticipated German expenditure. It criticised the purchase tax 
as regressive. At this moment the Treasury seemed disposed to take a line. 
They criticised The Economist for regarding the purchase tax as regressive. 
The taxation of the upper and middle classes had been carried to a point 
where increases were difficult to make. It was essential to prevent consump- 
tion increasing further and possibly to reduce it below its present level. 
The classes taxed amount to about one-third of consumption, and the re- 
maining two-thirds are covered by classes not affected by direct taxation. 
How could any solution be found in the form of taxation, if such taxation 
were not regressive? ‘The purchase tax has subsequently been regarded as 
a tax on luxury or a fiscal device which would check attempts to produce 
for civilian purposes goods which could be produced for war, but it was in 
fact a tax to check consumption over a large field which had not been fully 
tilled. 

Professor Sayers probably regards the first Budget of Sir Kingsley Wood 

—influenced by Lord Keynes—as the key to domestic war-time finance. 
From the section the Breath of Realism, down to the whole of the next 
chapter, the Budget as a Whole, there is wholly admirable writing, not taken 
academically, if the phrase be permitted, but currently, against the move- 
ments in politics and among the chief officials. This concept of the Kingsley 
Wood Budget as the headstone is right. After that, right down to the end 
of hostilities the adjustments were minor comments on the Budget of 
1941. 

The chapters on the Rate of Interest and Capital Issues Control are 
not so graphic—for in that rare world the figures do not move about with 
such precision. But the rest of the book, on Exchange Control and on our 
External Financial Position, is melancholy in effect. The Prime Minister 
must have been surprised that the Treasury was an essential part of the 
war effort. Indeed, parts of our war effort were conditioned by the skill 
with which the Treasury and the Bank of England had been able to to 
manage our local affairs. 

Professor Sayers has once more to tell the facts about our financial 
dealings with the United States. He can only conclude: 


“The Americans had in effect run down the curtain when they 
ended Lend-Lease on the morrow of V-J Day—leaving Britain the 
greatest debtor in the history of the world. That they had second 
thoughts was to be shown a few years later, when the generosity of the 
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Marshall Plan outshone even that of Lend-Lease—meanwhile Britain 
had to face the transition from war to peace in financial conditions 
likely to cramp reconstruction at every turn.” 


But, at an earlier stage, the War had threatened everything even more 
than stringent financial conditions. Professor Sayers has shown that given 
unity, and lucidity, financial policy won the day. This is an official history, 
But it has a wider range, with the important details clear to sight, and unlike 


many Official histories, it can be read. 
Wicrrip Eapy 
London. 


A Key to Ricardo. By Oswatp St. Ciarr. (London: Routledge & Kegan 
Paul, 1957. Pp. xxvi + 364. 35s.) 


Mr. Sr. Carr is a retired business-man whose interest in the classical 
economists was first aroused by reading John Ruskin’s attack on Political 
Economy; and this work is the fruit of twenty years since his retirement of 
devotion to the study of Ricardo. His expressed aim has been “‘ to write a 
book which may be found readable—even by those who have never had the 
time, or perhaps the wish, to make a study of Political Economy, but who 
would nevertheless welcome an opportunity to acquire ‘ without tears ’ some 
acquaintance with the economic problems which shook the world in Ric- 
ardo’s day, and are shaking it a good deal more at the present time.” In 
his analysis of the main propositions of Ricardian doctrine he is painstaking, 
learned and discerning; the exposition is easy and lucid; and the result 
fulfils his modest hope “ that even professional economists will find this 
work useful.” Professor Hutt in his Foreword justly remarks that “ it is a 
virtue of Mr. St. Clair’s treatment that he does not try to interpret Ricardo 
in the light of modern economic theory or to apply the teachings of the great 
economist to the modern world.”’ Despite its title, however, the work is not 
to be regarded simply as a popular exposition. The author makes it clear 
that he is by no means in full sympathy with the general tenor of the Ricar- 
dian approach; and after the first two chapters Mr. St. Clair’s Key becomes 
as much a running critique as an exposition. He is particularly concerned 
to stress the role of demand against determination by cost of production, and 
his sympathies evidently lie with Malthus in the controversy over gluts. 
Much of the criticism follows lines made familiar by Samuel Bailey and by 
Cannan. But even when occasionally the tendency to criticise may seem 
to become rather captious (for example, in connection with cost at the 
margin governing price under diminishing returns or the “‘ irreconcilability ” 
of the notions that the value of money is governed by its quantity and by 
the cost of mining gold) the argument is freshly and cogently presented. 
Mr. St. Clair’s work was almost completed when the new edition of the 
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Works and Correspondence of David Ricardo appeared. It is hardly surprising, 
therefore, that the new material brought to light in this edition should have 
made no more than a partial imprint upon Mr. St. Clair’s critique. But 
he has done all that was possible in the circumstances to take account of the 
new material, and he has been at pains to adapt all his page references to 
the new edition. There is a very full analytical table of contents running to 
fifteen pages, and at the end an index of all passages in the Principles quoted 
or referred to in the book. 
M. H. Doss 
Trinity College, 
Cambridge. 


Studies in the Labour Theory of Value. By R. L. Meex. (London: Lawrence 
& Wishart, 1956. Pp. 310. 30s.) 


Dr. MEEK states his aim clearly in his Preface. It is ‘‘ to build some 
sort of bridge between Marxian economists and their non-Marxian colleagues 
so that the latter can at least be made to see what the former are trying to get 
at.” To this original aim others come to be added: to demonstrate 
Marxian economics in action by applying it to two contemporary problems, 
one the economic working of a socialist system and the other the economic 
working of a capitalist system thoroughly penetrated by monopoly. His 
first aim Dr. Meek has succeeded very well in achieving; about his second 
there can be some doubts. 

The author’s method is historical. He traces the evolution of the labour 
theory of value and, by showing how it came into existence in response to the 
need for solving particular problems, he presents it in a more favourable light 
than orthodox economists have hitherto seen it in. The book contains 
seven chapters: one devoted to the pre-Adamite economists; one to Adam 
Smith; one to Ricardo; two to Marx himself; one to “‘ the Critique of the 
Marxian Labour Theory,” which is really a critique of the critique; the 
last, entitled ‘‘ The Reapplication of the Marxian Labour Theory,” consists of 
three sections, one a critique of marginalism from the Marxian standpoint, 
one on “‘ the Operation of the ‘ Law of Value’ under Socialism,” and one on 
“the Operation of the ‘ Law of Value’ under Monopoly Capitalism.” 

Dr. Meek’s discussion of the evolution of the value concept in the works 
of the canonists, the mercantilists and the fore-runners of the classical school 
is very interesting. He finds in the canonists the germs of a real-efforts 
cost-of-production theory of value—‘“ the idea that remuneration should be 
proportionate to outlay and effort in production (provided that the re- 
muneration was weighted according to status, and provided also that the 
effort was properly directed) afforded a natural basis for the definition of the 
just price” (p. 12). In the Mercantilists, on the other hand, he finds a 
leaning towards a supply-and-demand theory, often with some reference to 
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the common estimation of the market or a similar expression, which leads 
some writers to the concept of utility (not as yet marginal utility) as something 
lying behind supply and demand. Later writers, however, such as Petty, 
John Cary (1719), Cantillon, Joseph Harris (1757) and William Temple 
(1758), standing between mercantilism and the classical economists, develop 
the concept of “‘ natural” or “ intrinsic ’’ value, based upon the idea of real 
cost. (It is curious that Meek ignores Condillac, who had arrived at a very 
clear concept of utility and had almost discovered marginal utility and 
opportunity cost, and Turgot, who expressed very clear ideas about value in 
his fragment Valeurs et Monnaie and in a footnote to his Observations sur ke 
Mémoire de M. Graslin.) 

Another strand in the mingled yarn of classical theory that Dr. Meek 
disentangles with great skill is the development of the idea of profit as a 
normal component of price and of the idea of a normal rate of profit. Petty 
had a two-factor cost-of-production theory of value: price, according to 
him, was made up of land and labour. Other writers followed him in this. 
Again, profit was recognised as a necessary remuneration for the merchant. 
But the idea that a// production required the use of “ stock’ and that a 
normal rate of profit on “stock ’’ was a necessary constituent of price 
emerged only with the Wealth of Nations, though, as Dr. Meek shows, 
William Temple, in his Vindication of Commerce and the Arts (1758), with his 
concept of “‘ brokerage ’? comes very near indeed to the idea of profit as a 
universal constituent of price. Even in his Glasgow Lectures (on “‘ Justice, 
Police, Revenue and Arms ’’) of 1763, Adam Smith shows as yet no trace of 
this idea. These facts are related by Dr. Meek to the general process of 
economic development in society itself: until the end of the eighteenth 
century the division between capitalist employer and wage-earning workman 
had not become general. Earlier economists, and even the Smith of the 
Lectures, envisaged the organisation of production in terms of small masters 
owning their own tools and working for a merchant-undertaker, rather than 
in terms of an employer owning all the means of production and hiring 
wage-labour. 

Dr. Meek deals thoroughly with the two versions of the labour theory of 
value formulated by Adam Smith, the commandable labour theory (labour 
as the standard of value) and the embodied labour theory (labour as the 
cause of value); and with Ricardo’s definite choice of the latter as the true 
theory. On this point Dr. Meek sides with Ricardo (and Marx) as against 
Malthus, who (in his Principles) chose the former. 

Dr. Meek belongs to the small (but growing?) band of academic econo- 
mists who accept the labour theory of value as theoretically valid. Of 
course, nearly all economists at one time or another have used the labour 
theory as a rough approximation—in comparing large aggregates, such as 
wage goods and luxury goods, or home-consumed goods and export goods, 
they will speak of the workers spending so much of their time on the one 
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and so much on the other, as if the labour-times were proportional to the 
values. In the General Theory (Chapter 4) Keynes virtually adopted the 
labour theory of value, on the grounds that in the short run value was deter- 
mined by prime cost and that, over the economy as a whole, prime cost 
was all wage cost. But, in all these cases, the labour theory is taken merely 
as a rough approximation. But there are economists, not all dogmatic 
Marxists, who regard it as something more, as a theory of value that is, in 
some way, more fundamentally true than the “‘ demand ” or “‘ equilibrium ”’ 
theories that have enjoyed a vogue during the last seventy years. Dr. 
Meek’s argument in its favour is based upon its social significance. Since 
value is a social phenomenon, derived from the division of labour in society, 
the quantitative measure of value might be expected to be related in some 
way to this social process. 


‘“‘ If we regard society as consisting in essence of an association of 
separate producers who live by mutually exchanging the products of 
their different labours, we are likely to come to think of the exchange of 
these products as being in essence the exchange of quantities of social 
labour. And if we begin thinking in these terms we may well eventually 
conclude that the value of a commodity—its power of purchasing or 
commanding other commodities in exchange—is quality conferred upon 
it by virtue of the fact that a certain portion of the labour force of 
society has been allocated to its production ” (p. 39). 

Or, again— 

‘“‘ If we merely say that a commodity possesses value because it is a 
product of social labour, we have not yet arrived at a quantitative value- 
principle. . . . We have simply defined the source of the commodity’s 
power of attracting other commodities in exchange; we have yet to 
explain how the extent to which it possesses this power is regulated or 
determined. . . . Ifwe . . . regard the labour used to produce a com- 
modity not only as the source of its value but also as constituting the 
very substance of its value, so that the commodity is looked upon as a 
sort of mass of ‘ congealed ’ or ‘ crystallised ’ attractive power, we are 
much nearer a solution. We may then conclude that a commodity 
acquires value not only because but also to the extent that it is a product 
ofsocial labour. The extent ofits attractive power . . . varies directly 
with the quantity of social labour used to produce it. In other words, 
we can find the determinant of its attractive power without seeking any 
further than the conditions of production of the commodity itself” 
(pp. 62-3). 

This argument will probably fail to convince any economist brought up 
in the marginalist tradition. In particular, the last sentence quoted (about 
not seeking any farther than the conditions of production of the commodity 
itself) will at once stimulate a vigorous reaction: it will appear incredible 
that the demand side should be so completely ignored or (what comes to 
much the same thing) taken for granted. However, if the labour theory of 
value is gaining adherents, it is because the orthodox theory ignores so 
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completely that production and exchange involve social relations and that 
value should, consequently, have some social implication. In the early days 
of marginalism, when it was possible to believe in measurable and trans- 
ferable utility, it was possible to give to value a social interpretation in terms 
of a sort of abstract and generalised social utility. But the marginal theorists 
have tried so resolutely to banish from economics any sort of social signi- 
ficance—first insisting on the purely private and personal nature of utility, 
and then expelling utility itself from economics in favour of indifference 
curves, or of pure equilibrium, or of revealed preference—that ‘they have 
made it impossible for seekers after social significance to find any point 
d’appui in the structure of orthodox theory. If there is a revival of Marxian 
economics, it is largely the reaction from the view that “‘ there is no penumbra 
of approbation round the Theory of Equilibrium: equilibrium is just equili- 
brium ”’ and from the successive “‘ New Welfare Economics ”’ which have 
progressively stripped the concept of welfare of every element that could 
conceivably relate it to social reality. 

The chapters on Ricardo and Marx are very good. The author has a 
clear insight into the essential nature of these writers’ thought. He suggests, 
very plausibly, that the search for an invariable standard of value on which 
Ricardo was engaged almost at the moment of his death had always been an 
important element in his thinking, and had in fact determined his attach- 
ment to the labour-embodied theory of value. Dr. Meek does much to 
clarify the often turbid stream of Marx’s thought. He ranges freely over the 
vast field, drawing upon Marx’s early note-books (published in the Gesamt- 
ausgabe), The Poverty of Philosophy, the German Ideology and an early work of 
Engels, the Outlines of a Critique of Political Economy (not to be confused with 
Marx’s better-known Critique), as well as the Critique of Political Econemy, 
Value, Price and Profit, Capital, the Theories of Surplus-Value and Wage-Labour 
and Capital, in order to show the development of Marx’s thought and to 
demonstrate the inner cohesion of many apparently discordant elements in 
it. These chapters are probably the most valuable in the whole book. 

The chapter entitled ‘‘ The Critique of the Marxian Labour Theory ” 
might more justly be entitled “‘ Critique of the Critique of the Labour 
Theory,” since it is devoted almost entirely to demolishing the objections 
brought against Marx by Pareto, Bernstein, Lindsay, Lange, Schlesinger and 
Joan Robinson. Like most long-drawn-out polemic, it tends to lose itself in 
matters of minor interest. 

The chapters on the application of the labour theory of value are of 
varying value. The first, entitled “‘ The ‘ Marginal Revolution’ and its 
Aftermath,’ emphasises the anti-Marxian motivation of the marginal 
theorists (especially the Continental ones) of the period 1880-1910 and 
makes the sound point that the expulsion of utility from the theory of value 
has not produced a return to the Classical emphasis on relations of produc- 
tion, but has rather meant a purification of theory from the last traces of 
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vulgar reality. The second, entitled “‘ The Operation of the ‘ Law of Value’ 
under Socialism,” reviews the few scattered observations made by Marx and 
Engels on the problem of directing the productive forces of a socialist society, 
and then goes on to the modern Soviet writers and, in particular, Stalin’s 
Economic Problems of Socialism in the U.S.S.R. The orthodox Marxian view 
has always been that the Law of Value is relevant only to a society in which 
“commodity production’’ (production by individual producers for the 
market) is the normal form of economic organisation. Consequently, in a 
fully socialised economy, where production is organised by public authorities 
according to a social plan, “‘ value ’’ ceases to be a relevant category. Thus, 
to-day in the Soviet Union value operates only in and in relation to the 
co-operative and collective-farm sector. With the achievement of full 
socialism it will disappear. This view may satisfy a dogmatic Marxist. 
But anyone who has grasped the implication of the marginalist theories of 
value will realise that this is largely a verbal quibble. ‘‘ Value ”’ is defined 
by the Marxist in a special sense. Value in this sense may disappear, but the 
problems of relating the expenditure of social labour to the satisfaction of 
social needs will still remain. Marx and Engels were fully aware of this. 
Dr. Meek himself quotes a long passage from the Anti-Diihring in which 
Engels shows that he realises this, although he refuses to allow the name 
“value ’’ to the relation of “‘ the useful effeets of the various articles of 
consumption, compared with each other and with the quantity of labour 
required for their production.”’ The real weakness of Soviet economists is 
that they have devoted to purely verbal exercises about “‘ value”’ (in the 
Marxian sense) energy that should have gone into investigating this other 
concept, which, under whatever name is given to it, must necessarily play an 
important part in the economics of a socialist society. 

The last section of the chapter on applications of the labour theory of 
value is devoted to ‘‘ The Operation of the ‘ Law of Value ’ under Monopoly 
Capitalism.”” Here the author is dealing with an unpromising subject, 
since free competition is one of the fundamental assumptions made by Marx 
in analysing value, both under simple commodity production and under 
classical capitalism. Dr. Meek suggests that monopoly capitalism may add a 
third layer of complexity to the Marxian scheme of value and price. This 
will then become: first, simple commodity production—the law of (labour) 
value; second, classical capitalism—the law of value, plus the law of pro- 
duction prices; third, monopoly capitalism—the two former, plus some new 
modification. What this new modification should be is nowhere specified 
by Dr. Meek, except that it should, in the true Marxist spirit, ‘‘ explain the 
deviation of price from value in terms of the specific relations of production 
characteristic of the particular stage of historical development under con- 
iideration ”’ (p. 297). There is no doubt that an analysis of price under 
monopoly and imperfect competition could be soldered on to the Marxian 
scheme in some such way. In fact, just as Marx incorporated the whole 
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post-classical cost-of-production theory into his scheme, so it would be 
possible to incorporate the whole of marginal utility, marginal revenue and 
marginal cost into the Marxian scheme—at a great cost in terms of theore. 
tical complexity. The Ptolemaic hypothesis will work, given enough epi- 
cycles and deferents. 

This book is full of interesting material, although few readers will find 
all parts of it of equal appeal. It is the product of a vigorous mind which, 
when it escapes from the strait-jacket of dogmatic Marxism, as it does par. 
ticularly in the historical portion of the work, is able to throw an original 


and penetrating light upon problems of theory. 
H. D. Dickinson 


University of Bristol. 


On Economic Theory and Socialism. Collected Papers. By M. H. Doss. 
(London: Routledge & Kegan Paul, 1955. Pp. viii + 293. 21s.) 

Ir was once suggested that economists fall into two distinct groups: those 
who are frustrated mathematicians trying to force the complexity of the 
socio-economic process into the strait-jacket of abstract models and those 
who are frustrated politicians seeking to cure all and sundry economic and 
social ills by various ad hoc prescriptions more or less ingeniously designed to 
yield immediate benefits to capital, to labour or to both. This classification 
is fortunately not quite adequate. It leaves out those economists who are 
neither mere puzzle solvers nor special pleaders. It fails—in other words— 
to account for those members of the profession whose concern it is to compre- 
hend the laws of motion of society as a whole, whose efforts are directed to 
the study of the attainability and the contours of a more rational, more 
human social and economic order. 

That the author of Political Economy and Capitalism, of Studies in the Develop. 
ment of Capitalism, of Soviet Economic Development since 1919 has claims to be 
included in this narrow group of contemporary social thinkers is obvious. 
The recently published volume of papers written in the course of thirty years, 
although less weighty and containing less original material than his major 
works, provides a further testimonial to Maurice Dobb’s breadth of interest, 
scholarship and unflagging sense of social and historical relevance. Indeed, 
there is hardly an important issue in the science of society that is not touched 
upon in one or the other paper included in this selection. The ordering of 
the material would seem, however, to be rather unsatisfactory. Instead of 
being governed by the subject matter of the articles, it is apparently oriented 
partly by their length and partly by the nature of the audience (and publica- 
tion) for which they were originally written. This disrupts the continuity 
of the volume and renders it unnecessarily choppy. Yet in actual fact there 
are three major headings under which the papers could be conveniently 
grouped. 

The first of them is the evolution of Marxian thought, and here belong 
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the lectures on Marx and Lenin, the paper on historical materialism and a 
few minor pieces. Simple and straightforward, these lucid expositions of 
the most important tenets of the Marxian doctrine will be found useful even 
by readers well acquainted with the basic literature; they should prove 
invaluable to those seeking an introduction to it and are excellently suited to 
classroom purposes. Most gratifying is the proper distribution of accents 
throughout this part, in particular, the stress placed on the paramount 
importance of Marx’s method of analysis rather than of any specific statement 
of his concerning some aspects of reality. A sentence from the early writings 
of Marx which Mr. Dobb cites with justified approval expresses, indeed, the 
basic postulate of Marxian thought, a postulate so frequently lost sight of in 
dogmatic attempts to twist and bend every Marxian utterance to make it 
fit the ever-changing conditions of the real world. For insisting on ‘‘ ruth- 
less criticism of everything that exists, ruthless in the sense that the criticism 
will not shrink either from its own conclusions or from conflict with the 
powers that be ’”’—Marx has formulated with the utmost clarity the funda- 
mental condition for any meaningful and successful scientific effort: the 
willingness and ability to assess and analyse the real world not in terms of the 
ideologies that it happens to evolve at any given time, but in the light of 
objective reason. 

Another important theme of the book is the theory of modern capitalism. 
The issues of full employment, of class distribution of income, of the feasibility 
and limitations of social reform are dealt with in a number of interesting 
papers containing astute and subtle strictures of prevailing views and sug- 
gesting a more concrete and more realistic approach to monopoly, to wage 
theory and to economics of welfare. 

The largest portion of the volume is devoted to socialist planning of 
economic growth. The articles on the problem of economic calculation in a 
socialist economy, in addition to containing Mr. Dobb’s own well-known 
contributions to the subject, present an excellent summary of the extensive 
writings in that field. Of even larger interest at the present time are the 
papers discussing the allocation of resources for economic development and 
the criteria for investment decisions in underdeveloped countries. In 
conjunction with this part of the book the reader will find it useful to consult 
the author’s most recent paper in The Review of Economic Studies (Vol. XXIV, 
No. 1). 

That most of the articles referred to above have already been published 
does not reduce the value of the book. With a few exceptions they appeared 
in places neither well known nor readily accessible. Offering enough to 
hold the attention of readers with most divergent interests and tastes, this 
collection is certain to be welcomed by both professional economists and the 
general public. 

Stanford University, 
California. 


Paut A. BARAN 
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The Terms of Trade. A European Case Study. By C. P. KINDLEBERGER, 
(New York: John Wiley, and the Technology Press of the Massachusetts 
Institute of Technology (London: Chapman & Hall), 1956. Pp, 
v + 382. 72s.) 


In this ambitious and comprehensive study Professor Kindleberger 
collects and collates the available terms-of-trade statistics of selected 
European countries, and tests against the evidence a number of current 
theories and conjectures concerning the mechanism by which the world 
economy adjusts to disturbances. The countries chosen for examination 
collectively constitute “Industrial Europe’’: the United Kingdom, 
Germany, France, Italy, the Netherlands, Belgium, Sweden, Switzerland. 
Thus most of those European countries which are both moderately or 
heavily industrialised, and of importance in world trade, are included. 
Obvious omissions, such as those of Austria and Czechoslovakia, are ex- 
plained by the lack of consistent statistics. Whenever possible, the statistics 
are taken back to 1870, the dawn of the world economy as we know it 
(p. 13). The indexes are of variable quality, but in Chapters 1-3 and in 
Appendices A and B the reader will find sufficient information concerning 
sources and methods of construction to arrive at his own view of the reliability 
of any particular index. 

Two types of index series are presented: an annual series, running from 
1870 to 1952, for each country and for Industrial Europe as a whole; and, 
for certain key years, detailed series of import and export prices of mer- 
chandise classified by commodity group and geographical area. The former 
are called ‘‘ annual indexes,” the latter are called ‘* detailed indexes.” 
Separate annual indexes are presented for merchandise trade and for trade 
in merchandise and services. The annual indexes of the individual countries 
were converted to dollars and combined into an index for Industrial Europe, 
the weights used being the relative annual volume of trade measured in 
1913 dollars. For the years following 1900 the merchandise terms of trade 
were adjusted for intra-European trade. Most of the indexes are of the 
current-weights, unit-values type, derived by the division of a base-weighted 
quantity index into value relatives. The properties of such indexes are well 
described in an appendix. 

It is impossible in short compass to summarise all the factual results; 
the following two omnibus statements constitute no more than a small sample 
of the generalisations scattered through the book. First, the terms of trade 
do move substantially in the short run. Before the First World War the 
terms of trade moved in favour of Industrial Europe in boom times, against 
Industrial Europe during periods of trade depression; in the post-First 
World War period the relation has been reversed. ‘The swings of the terms 
of trade on merchandise account have been more severe than those of the 
terms of trade on current account—in other words, the introduction of 
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service payments has a damping effect. As might have been hoped, the 
effect of correcting for intra-European trade was to accentuate the swings. 
Second, in the long run the terms of trade tended to move in favour of those 
countries which were developing most rapidly and against stagnant countries, 
regardless of the stage of development attained by the latter. The evidence 
does not support the claim, often made, that the terms of trade have moved 
steadily against primary producing countries and in favour of manufacturing 
countries. 

The bulk of the book is devoted to the testing against the assembled data 
of a variety of theories concerning the mechanism of international adjustment 
to a single disturbance: a revision of commercial policy, an adjustment of 
the exchange rate, an autonomous change in the rate of foreign or domestic 
investment or a shift in long-run demand or supply conditions—in general, 
to shifts in tastes, technology or government policy. Occasionally Professor 
Kindleberger turns aside from his general purpose to examine the correlation 
between movements in two endogenous variables; Chapter 7, for example, 
is devoted to the relation between the terms of trade and the business cycle. 

It is difficult to test hypotheses concerning the effect of variations in a ° 
single parameter against data produced by variations in several parameters. 
Professor Kindleberger is well aware of the pitfalls; indeed, in a disarming 
methodological sermon (pp. 67—72), he goes out of his way to bring them to 
the reader’s attention. It is perhaps inevitable, then, that the results of the 
tests should be rather inconclusive. Concerning short-run movements of the 
terms of trade, for example, Professor Kindleberger concludes : 

** The conclusions are on the whole negative: The impact of com- 
mercial policy on the terms of trade cannot be measured; exchange- 
rate changes will produce effects on the terms of trade, which will vary 
depending upon the size of the country, the importance of its exports 
and imports, and the condition of world markets, depending, that is, 
on the elasticities, on which generalizations good from country to 
country, or even for the same country from time to time, have little 
validity: there is little evidence to lead to the conclusion that the terms 
of trade are systematically determined by foreign lending, or vice versa, 
although connections between the two will be found from time to time; 
finally, the terms of trade play an important part in the balance of 
payments of some countries, such as Britain, in the business cycle, but 
this role is subject to change, is not certain, and may on occasion be 
offset by counterposed income effects. Little or no support has been 
found for the more refined theories concerning the terms of trade; 
that they regulate the direction of capital lending; that they contain 
the clue to the international balancing mechanism in the prewar 
period; that the domestic business cycle is touched off by their change. 
On the basis of the investigation thus far, it can only be concluded that 
implicit theorizing about the terms of trade has gone too far.” 


Nevertheless, the econometric chapters (4-12), particularly Chapter 6, on 


the interactions of the terms of trade and investment spending are interesting 
No. 267.—voL. Lxvm. MM 
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and illuminating, and if there is absent some of the dash and vigour which 
we associate with Professor Kindleberger, the familiar gaiety of delivery is 
not completely swamped by the difficulties of the subject. 
Murray C. Kemp 
McGill University. 


United Kingdom Trade with Europe. By F. V. Meyer. (London: Bowes & 
Bowes, 1957. Pp. 197. 21s.) 


Tue proposals for the setting-up of a European common market in- 

evitably raise the problem of Britain’s economic relationships with her 
continental neighbours, on the one hand, and the remainder of the world, 
especially the Commonwealth and the United States, on the other. Al. 
though Dr. Meyer’s book does not directly deal with the central issue, it 
raises many of the questions which should be answered before a rational 
decision on the scheme itself is reached; this study therefore makes a timely 
appearance. 
y The book is divided into two parts. The first, and in many ways the 
more important, section attempts to establish some simple rules with regard 
to the network of world trade. The author argues that Britain’s large 
traditional deficit with the other manufacturing countries of Western 
Europe (which was offset with a surplus earned in regions producing primary 
products, particularly the Commonwealth) could continue only as long as 
she remained the leading industrial nation. As the United States is now 
in the position formerly occupied by Britain, the appropriate network of 
payments is for the United States to have a deficit with Western Europe, 
including Britain, that is to say, with countries largely producing sub- 
stitutes, and a surplus with countries producing primary products (who in 
turn would have a surplus with Europe). The position of Britain vis-a-vis 
the rest of Europe is rather difficult to define for such a system, but Dr. 
Meyer holds that the British deficit, if at all existing, should certainly be 
smaller than it used to be. 

However, the analysis on which this discussion is based is not always 
convincing. In particular, the author does not seem to give due recognition 
to some of the basic propositions of the theory of comparative costs and of 
the equilibrating role of relative wage levels and exchange rates. Hence the 
conclusions reached in the first part of the book are perhaps best regarded as 
working hypotheses rather than as the results of rigorous economic reasoning. 

If the case for a reduced British deficit in her trade with Western Europe 
is accepted, post-war trade developments must be judged to have proceeded 
in the right direction. The question then arises to what extent changes in 
commercial policy, both in Britain and in the O.E.E.C. countries, were 
responsible for Britain’s improving bilateral balance. The second part of 
the book is devoted to this problem. 

Dr. Meyer first investigates Britain’s imports from Western Europe. 
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By means of relating the proportions of total imports consisting of food, 
raw materials and manufactures respectively to the level of employment in 
the United Kingdom, he calculates what the O.E.E.C.’s share of total 
British imports in the post-war period would have been if British commercial 
policy had remained the same as in 1938; the difference between the 
0.E.E.C.’s actual and expected shares is then attributed to changes in 
commercial policy. ‘These calculations point to a shift of British commercial 
policy in favour of the O.E.E.C. countries, resulting in additional imports 
from the Continent of roughly £60 million a year. 

Some aspects of the author’s treatment may perhaps be criticised. The 
influence of price movements seems to be insufficiently allowed for, and the 
analysis would probably also have gained if a distinction had been made 
between semi- and finished manufactures. Nevertheless, this still appears 
to be in many ways a worth-while attempt to grapple with a difficult 
problem, and the results are quite plausible. 

Dr. Meyer then moves to the influence of continental commercial 
policies on British exports. With the help of an “ exercise ’’ which relates 
the share of total United Kingdom exports taken by single continental 
countries to changes in British exports and the recipient’s income since 
1938, he attempts to eliminate these other influences, and so to arrive at 
the effect of changed commercial policies. 

However, although this again represents a brave and much-needed 
attack on a difficult question, the author’s results would appear to hold 
only if it is assumed that a country’s average propensity to import depends 
solely upon the preferences of its inhabitants as between home and foreign- 
produced goods, and that it is not influenced by other factors, such as 
commercial policies or price changes. Such a hypothesis is not likely to be 
generally correct, and therefore the conclusions reached with regard to the 
eflect of changes in tariffs and import quotas in the various O.E.E.C. 
countries on British exports should be interpreted with a good deal of 
caution. Hence his final conclusion—that as a result of changes in com- 
mercial policies Western Europe increased her share in British imports to 
much the same extent as Britain enlarged her share in the imports of Western 
Europe—may well be incorrect. 

The author would be the first to admit that his book by no means 
exhausts the subject. In view of the proposed creation of free trade in 
Western Europe, changes in commercial policies since 1938 are perhaps 
less important than the absolute level of protection remaining and the 
trade-creating and trade-diverting effects of the complete removal of tariffs 
and quotas. Future students of these problems will find in Dr. Meyer’s 
work many sensible observations and stimulating suggestions, which should 
be of considerable help to them in the exploration of a wide and often 


intricate subject. #7. 98, Teen 
London School of Economics. 
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World Economic Survey, 1955. (New York: United Nations, 1956. Pp, 
201. 14s.) 


Tuis, the eighth annual report on world economic conditions by the 
United Nations Secretariat, is essentially a survey of economic developments 
since the War. The first half of the survey, ‘‘ Economic Growth in the 
Post-war Decade,”’ takes stock of the past ten years; the second half 
examines economic developments in 1955 and analyses the immediate 
outlook; two supplements contain detailed surveys of recent economic 
developments in Africa and the Middle East, two regions which are not 
within the mandate of the United Nations’ regional economic commissions, 

The survey of post-war history is a most useful and concise record, built 
up on a clear and remarkably comprehensive series of statistics. Indeed, 
the reader is impressed by how clearly post-war progress can be charted, 
There are still many gaps in statistics, but the fact that for so many countries 
there are now estimates of production, of national income and expenditure, 
; of balance of payments and other economic aggregates means that surveys 

can now be made with a much more sure and objective foundation than 
was ever possible before. 

The main achievements that emerge from the analysis are the rapid 
recovery and growth of production and living standards in Western Europe, 
the dramatic and, at periods, unbalanced pursuit of industrialisation and 
investment in Eastern Europe, and the sustained prosperity of North 
America. These are the main elements in the rapid post-war growth of 
world production. The authors point to the temporary factors—economic 
aid, the existence of unused capacity and the backlog of technical progress 
inherited from the War—that have helped industrial countries in Europe 
and elsewhere to make such good progress. And they point to the con- 
tinuing problems of reconciling internal and external stability with growth 
in these countries, and to the question whether or not the dollar problem 
may re-emerge. But the problems of the rich countries are over-shadowed 
by the problems of the under-developed countries. 

Whereas in the developed countries output has risen much more rapidly 
than population since before the War, in the under-developed countries out- 
put has barely kept pace with population. The gulf between economic 
conditions in the two areas has therefore widened further. 

In the first post-war years the under-developed countries were helped 
by the foreign reserves which many of them had accumulated during the 
War and, still more, by the improvement in their terms of trade. But 
recently the demand for their exports of primary products and their terms 
of trade have failed to respond significantly to the rising general trend of 
demand and output in industrialised countries—a phenomenon for which 
the survey provides some tentative explanations. But while the terms of 

trade between manufactures and primary products have on average re- 
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mained comparatively stable, the prices of individual primary products, and 
hence the export earnings and internal incomes of individual under- 
developed countries, have continued to fluctuate. That has aggravated 
the problems of achieving steady economic development. And those prob- 
lems, which embrace the whole range of social, technical and economic 
change, are, as the survey recognises, already great enough. 

In an admirable introduction, which draws together the threads of the 
survey, the authors conclude that: ‘ Significant as the post-war decade of 
growth has been in other respects, it cannot yet be said that the world has 
effectively come to grips with the problem of economic development.” 
Tacitly, but rightly, they point to that as the problem of the next decade. 
Their appraisal of the problem is lucid and sobering. They recognise that 
the primary responsibility must rest with the under-developed countries 
themselves, but, with the minimum of moralising, they question whether 
other countries should not do more to help. 

Partly owing to its longer perspective, and partly owing to the quality 
of the analysis and writing, this is a much more interesting and readable 
document than some of the earlier world economic reports. The intro- 
duction alone is a most useful statement of the world economic situation. 
And the survey of post-war developments, which is compressed into little 
more than 100 pages, should be of particular value to students who seek a 
short, clear history of economic developments in the post-war world. 

R. R. Newb 

Trinity College, 

Cambridge. 


Hobson and Underconsumption. By E. E. Nemmers. (Amsterdam: North- 
Holland Publishing Company, 1956. Pp. 152. 31s.) 


As Keynes pointed out, it was Mummery, rather than Hobson, who 
anticipated the General Theory. It was Mummery’s view that “ under- 
employment of capital and labour in periods of bad trade ’’ was caused by 
excessive saving. Hobson, heretic though he was, could not free himself 
from the dogma that saving is a form of spending. ‘‘ Acts of saving employ, 
directly, just the same amount of capital and labour as if the money were 
spent on commodities.”’ 

To reconcile this with Mummery’s insight Hobson evolved the idea of a 
correct ratio of saving to income which preserves equilibrium between de- 
mand and supply as the volume of output grows with capital accumulation 
(a notion which has a close affinity with the “‘ warranted rate of growth ”’). 
Because of the maldistribution of income, there is a chronic tendency for 
saving (and saving causes investment) to exceed this ratio, with the result 
that productive capacity grows faster than demand. When it does so, 
investment falls off, but Say’s Law works only one way; consumption does 
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not increase, and so the Keynes-Mummery situation, unemployment due 
to a deficiency of effective demand, is accounted for. 

From our present vantage point this seems a queer mixture, but in its 
day it was very much in advance of the orthodox doctrines of the complacent 
academics (amongst whom it is amusing to see young Keynes patronising 
Hobson in a review in 1913). 

On imperialism, on taxation and on marginal theory, also, Hobson’s 
heretical views were penetrating, but contained enough confusion to make 
them easy to brush off. 

His memory deserves to be celebrated as a gallant outsider who “ flung 
himself with unflagging, but almost unavailing, ardour and courage against 
the ranks of orthodoxy ’’ and as a warning against the self-satisfaction in 
which the ranks of orthodoxy are prone to indulge. 

The present book, which smells of the Ph.D. thesis, is not worthy of its 
theme, either as theory or as biography. It is most interesting as an 
example of a recent development in economic geography—the publication 
of American books in Holland. Even so, it is not cheap at the price. 

Joan Rosinson 
Cambridge. 


My Father, Irving Fisher. By Irvinc N. Fisuer. (New York: Comet 
Press, 1956. Pp. 352. $4.50.) 


STUDENTs of economics belonging to the generation (shortly before 
1914) of the present reviewer had what now seems a mercifully restricted 
list of prescribed reading. High up on this list came Irving Fisher’s Pur- 
chasing Power of Money; while we were also recommended to read his 
Appreciation and Interest (1896)—rather surprisingly omitted from the 
** Chronological List of Principal Works of Irving Fisher ’’ printed at the 
end of this volume. 

The present biography, undertaken as a work of filial piety by his son, 
enables us to see what manner of man Irving Fisher was. In truth, he was 
in many ways a distinctly odd person. His enthusiasms were boundless: 
an inveterate food- and health-faddist, and an easy prey to the charlatans 
who frequent those pastures, “‘ he was convinced that each discovery was 
a potential elixir of youth until it was proved to be otherwise.’ Schum- 
peter, who had a high opinion of him as a pioneer of many new and im- 
portant ideas in economics, once described him as ‘‘ this modern Parsifal.” 
He was indeed always crusading about something—prohibition, world 
peace, simplified spelling, public health, “‘ relaxation,’’ physical culture and, 
in his own intellectual field, above all, the commodity dollar. In this last 
connection we are given a delightful account in his own words of an inter- 
view with Mussolini to whom he tried to “‘sell”’ the idea of a stable lira. 
An equally enjoyable interview is recorded with a high official of the Bank 
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of England, who resisted all Fisher’s endeavours to persuade him to convert 
a £5 note into gold—this was in 1921. 

To add to his other peculiarities, he was an ardent amateur inventor; 
but with one exception (a visible card-index system) his inventions were 
much more ingenious than practical. 

During the 1927-29 Stock Exchange boom Irving Fisher played the 
market with such success that if he had sold out before the crash came he 
would have been in possession of a fortune of several million dollars. But 
he misjudged the signs of the times, held on much too long and finally lost 
all that he had gained and a great deal more besides. His son has furnished 
this book with the following motto derived from Dr. Johnson: “‘ It is better 
to live rich than to die rich.”’ 

The picture which emerges from these artless pages is that of an eccentric 
but thoroughly likeable person, whose enthusiasms in many directions were 
all too apt to run away with his discretion—he would appear to have been 
almost totally devoid of a sense of humour, at any rate where he himself 
was concerned. Withal, he was a very good and sound scientific economist. 

Some of his economic achievements are summed up in the following 
tribute sent after his death in 1947 to the President of Yale University and 
signed by Professor Schumpeter and eighteen other members of the Harvard 
Department of Economics : 


*“No American has contributed more to the advancement of his 
chosen subject than Fisher. His use of the mathematical techniques 
in the analysis of economic data was among the first of such applica- 
tions in this country as it has remained among the best. His Mathe- 
matical Investigations into the Theory of Prices must, in fact, be recognised 
as among the best works of its time in any country. 

** Fisher’s The Nature of Capital and Income added to his international 
reputation, to the reputation of Yale University, and to the study of 
Economics in this country. Together with his masterpiece, The Rate 
of Interest, it established Fisher’s position by the side of J. B. Clark and 
F. W. Taussig as a founder of modern economic study in the United 
States. That he continued in his Making of Index Numbers and in later 
works the vein of originality so characteristic of his earlier productions 
is a tribute to his vitality and to the environment in which he worked. 

** The impulse that Fisher gave to econometric studies, both as a 
founder of the Econometric Society and as an eminent pioneer in the 
field, has already yielded a rich harvest and promises to continue to an 
enduring influence. The name of that great economist and great 
American has a secure place in the history of his subject and of his 


country.” 
C. W. GuILLeBaupD 

St. Fohn’s College, 
Cambridge. 
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Federal Reserve Operations in the Money and Government Securities Markets. By 
R. R. Roosa. (New York: Federal Reserve Bank of New York, 1956, 
Pp. 108.) 


Mr. Roosa has given us an admirably lucid and workman-like account 
of the way in which the Federal Reserve System conducts its market opera- 
tions. To aid our understanding he provides a fairly full description of the 
institutional arrangements and practices of the United States money market, 
The pivotal role of the small number of “‘ dealers ’’ in United States govern. 
ment securities stands out strongly; these each take a position by quoting 
buying and selling prices; they may be said to combine the functions, albeit 
with wide differences, of our discount houses and our jobbers in the gilt. 
edged section of the Stock Exchange. 

This book should be of the greatest value to those who strive to follow 
carefully the operations of the Federal Reserve. It does not tend to alter 
in any radical way the necessarily rather vague notions of those of us who 
have made a continuing study of the System but lacked practical experience 
of how the New York money market operates. But by filling in details it 
greatly enriches our understanding. Mr. Roosa stresses that there is cease- 
less change and development, that his story would have been substantially 
different had he written his account only a few years ago and that further 
changes are to be expected. We must earnestly hope that he will continue 
to keep us up to date by revising this work from time to time. 

He does not deal with the ways in which high decisions of policy are 
reached. He makes a useful distinction between the defensive and the 
dynamic aims of policy. The former are designed to obviate those strains 
which would automatically be generated by the day-to-day events in the 
monetary centre of the great American economy, were the Federal Reserve 
System not constantly vigilant and taking corrective measures. It exists to 
maintain orderly conditions, to prevent sudden bursts of inflation or sudden 
crises caused by the massive ebb and flow of money and of lending in that 
vast arena. This is, so to speak, its technical task. But in addition to that 
it has its dynamic policy designed to influence the course of events as deter- 
mined by more fundamental economic forces, in such wise as to prevent the 
cumulative processes of inflation or depression gathering momentum and to 
maintain steady growth in the economy. The defensive and dynamic aims 
necessarily interact. If one considered the operations on any one day one 
would probably be mainly impressed by their service in correcting the tech- 
nical maladjustments arising on that day; yet over a run of days the dynamic 
policy is all the time having a pervasive influence. He gives an excellent 
illustration (p. 102), showing how in the second half of 1955 technical con- 
ditions required a substantial and cumulative expansion of open-market 
holdings, despite the fact that the top-level directive was to be moderately 
restrictive, and he shows that the joint effect of this expansion and of the 
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technical forces at work was in fact restrictive, as required. In such ways 
Mr. Roosa’s study should be of notable assistance to would-be interpreters of 
current operations. 

His narrative confirms the impression that the System’s handling of its 
highly complex problems is eminently rational and well grounded in prin- 
ciple. He dispels any atmosphere of mystery. All is revealed in clear 
outline; and it is good that it should be thus revealed. For this serves to 
promote confidence in the System, whose operations are of such moment not 
only for the United States but for the whole world. He enlivens his account 
by describing a typical day’s work at the “‘ trading desk ” (pp. 57-63). One 
feels that he implies that the New York Bank must be run by supermen, if 
they are to digest all the information purveyed and go through all the 
mental processes required for judgment, prior to operations, which have to 
begin fairly early intheday. But one will readily excuse him for heightening 
his narrative at this point. 

Sometimes a reviewer in this JOURNAL is asked to deal with two books 
in a single review. Alas, on this occasion the second book is not to hand. 
Why cannot the Bank of England actuate a member of its staff to give a clear 
and workman-like account of its operations, and blow away the atmosphere 
of mystery? Such a work would assuredly increase confidence in it. 

The problems confronting the Federal Reserve System are complex and 
intricate; the multiplicity of banks and the great size of the economy must 
make its tasks in some ways more difficult than those of the Bank of England. 
But there is one point that leaps to the eye in Mr. Roosa’s narrative; 
although he deals only with the modes of operation and does not consider 
the matters that govern decisions in the sphere of dynamic policy, it is clear 
that he could not have written as he has, were it not the case that the 
external balance of the United States has little influence on these decisions. 
Foreign holdings of dollar balances are great and growing; but the gold 
reserve remains so large that they still cause little anxiety to the Federal 
Reserve authorities and cause no deflection of domestic policy, whether 
defensive or dynamic, from the course which domestic conditions indicate as 
best. How different is the plight of the Bank of England. To all those 
matters dealt with by Mr. Roosa would have to be added, in the Bank of 
England’s story, the vital interaction between dealings in the domestic 
markets and dealings in the foreign-exchange markets, the effect of dealings 
in the former on the implementation of foreign-exchange policy and the 
effect of dealings in foreign-exchange markets on domestic policy, whether 
defensive or dynamic. The Bank of England story would indeed be more 
complex. And even on the internal side one feels that there is less margin 
for mistakes in the British case, with her economy so overloaded and the 
danger of really harmful inflation just round the corner. 

So perhaps the Bank of England has a more difficult task. Prima facie 
one would suppose that it has discharged it singularly well in recent years. 
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Why, then, should we not be told in a straightforward, rational manner 
about its methods and aims? It may fear that any information vouchsafed 
would necessarily oversimplify the problems, and might therefore give rise 
to misinterpretation. But there are competent observers well qualified to 
correct such misinterpretations. Mr. Roosa, too, has no doubt had to over- 
simplify. The Bank of England may feel that its task has been, and still is, 
so exceptionally difficult as to make it require the additional weapon of 
secrecy. But itis very doubtful if this has been an aid. It has not prevented 
misinterpretation. ‘Time and again in the last three years foreign bankers’ 
oh confidence in sterling has ebbed far, simply owing to this lack of compre- 
hension of what was on foot. The Bank maintains its silence, while Ministers 
make statements that are not always helpful; the strength of the British 
position and the wisdom of British policy have been grossly underestimated— 
simply from lack of the relevant information, which could perfectly well 
have been supplied without injury. This must have made the Bank’s task 
. harder on repeated occasions. 

“ Among the valuable functions of this excellent book may be reckoned 
its demonstration that a member of the staff of a great central bank can 
safely be entrusted with the task of giving a rational and sensible account of 


how it operates. 
R. F. Harrop 


Christ Church, 
Oxford. 


Local Expenditure and Exchequer Grants. A Research Study for the Institute 
of Municipal Treasurers and Accountants. (London: Institute of 
Municipal Treasurers and Accountants, 1956. Pp. 352. 42s.) 


LocAL-AuTHoRITY finances have always aroused considerable interest 
in this country, and in recent months there has been a veritable spate of 
publications on the subject. Following hard on the heels of the studies by 
the Royal Institute of Public Administration and the West Midland Group, 
a working party set up by the Institute of Municipal Treasurers and Accoun- 
tants has now had its say. Dr. D. S. Lees acted as Chairman and was 
assisted by five local-authority treasurers. The result of their studies is a 
happy blend of well-reasoned argument and ample supporting evidence, a 
good deal of it previously unpublished. 

The scope of this inquiry was distinctly narrower than that of the Royal 
Institute of Public Administration, and was confined to looking at possible 
improvements in the system of distributing the present Exchequer grants— 
rather than investigating the need for increases in other local-authority 
revenues. Three chapters are devoted to the Exchequer Equalisation 
Grant, its operation, the criticisms levelled against it and possible reforms, 
It is concluded that this device has been an effective means of levelling up 
resources and that although its effectiveness depends on uniformity of valua- 
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tion for rating purposes, there is as yet no vindication of the original fears 
that it might encourage extravagance among the recipients. Some detailed 
suggestions are offered for reform, but on the whole this is the least interesting 
part of the Report—perhaps because this territory has been explored fairly 
thoroughly before. 

Chapters IV—VI discuss the dispersion of needs in the various local- 
authority areas. It is concluded that a large number of children is not an 
important cause of high expenditure other than in respect of education, and 
this can be dealt with by the education grant. Sparseness of population 
and declining population are causes of high local costs but not smallness of 
population or a large ratio of old people. Chapters XI and XII show in 
detail how the Education and Highway grants might be more appropriately 
arranged to cope with these differential needs. 

The most interesting section of the Report is Chapters VII-X, which 
outline the working of the percentage-grant system and the possibilities of 
replacing it, wholly or partially, by a system of unit grants. Suggestions on 
these lines date back to the Minority Report of the 1901 Royal Commission 
on Local Taxation and have been produced on many occasions since. Dr. 
Lees and his colleagues argue strongly both that there is no evidence that 
percentage grants encourage extravagance among their recipients and that 
there are formidable objections in principle and in practice to unit grants. 
(How, for example, could such a system be used for the inauguration of new 
services?) Although some allowance should perhaps be made for the 
inevitability of a conservative approach by the operators of the existing 
mechanism, the case for the new (February 1957) Government proposals 
for replacing a number of specific grants by a general grant begins to look 
distinctly weak in the light of these arguments. The Opposition has been 
provided with plenty of ammunition when battle is joined on this subject in 
Parliament. 

Enough has been said to indicate that there is a great deal of close 
argument and detailed supporting evidence, albeit on a highly specialised 
subject, in this Report. It will be a great day, but on present prospects a 
far-off one, when the whole field of British Public Finance is as well docu- 


mented as the local-authority corner has now become. 
A. R. Prest 
Christ’s College, 


Cambridge. 


Local Government and Central Control. A West Midland Group Study. 
(London: Routledge & Kegan Paul, 1956. Pp. 296. 28s.) 


From 1948, the West Midland Group investigated, “ by study of con- 
ditions in the West Midland Region, the present situation of Local Govern- 
ment and particularly the influence of recent changes on its value and 
efectiveness as part of the English democratic system.” Mr. Tom Burns 
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prepared for the Group a series of reports dealing with the problems set out 
in the chapters of this book. 

In the first three chapters there is a brief and clear account of the 
development of the local-government system, a review of Local Government 
Authorities, Services and Finance in the West Midland Region and the 
changing pattern of expenditure and finance, and a critique of central 
government control. It is argued that by canalising most of the Central 
Government “ contribution through earmarked grants mostly paid as per- 
centages of outlay on specific services and thus warranting, and.calling for, 
a itemized control over the spending policies and programmes of individual 
authorities”” (p. 76), central government control has been increased, 
** Although the grant system exists in order to remedy financial need among 
Local Authorities, it is largely true that the wealthier an authority is and the 
more it can afford to spend on its services, the larger the departmental grant 
it obtains’ (p. 71). It is implied that the ‘‘ new equalization grant does not 
offset this.” 


** Accounting control of Local Government administration at the 
operational level is geared almost exclusively to the requirements at 
national policy level. Instead of a system related to the internal 
requirements of the administration of local services, and by which they 
could be adequately, economically and equitably financed, the Govern- 
ment has to resort to a multitude of control devices which obstruct, 
slow down, or halt expenditure ”’ (p. 69). 


Furthermore, with the growth of the new universal services, such as the 
health service and the public utilities, and their administration by depart- 
ments or agencies of the central government there has grown up a “ con- 
siderable alternative system of local government ”’ (p. 76). The casualties of 
these tendencies, it is written, are “‘ economical effectiveness, equity, 
administrative simplicity, and the implication of the majority of citizens and 
especially leading citizens, in local democratic government.”’ All this could 
be changed, it is argued, if grants were based on appropriate standards of 
cost and financial accountability of local authorities to the central govern- 
ment made post hoc only (p. 80). 

In Chapter 5 an attempt is made to measure (from pre-war figures) 
efficiency, having regard to need, result and cost. It was not thought 
possible, however, to account for the wide variation in standard of service 
reached. A statistical study of the relation between adequacy and cost and 
size, wealth, density and population change revealed a general lack of 
significant relations. 

Subsequent chapters deal with the growth of regional government, its 
relation or lack of relation to local authorities, and the reaction of a number 
of local-government officials to these problems. The final chapter, on the 
conditions of local government, gives further attention to indirect central 
controls which safeguard interests of tax-payers while leaving local govern- 
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ments the opportunities of initiative and efficiency. The main suggestion is 
to base grants on standards of adequacy and on costs required to reach that 
level. ‘There is a final peroration on the local authority as, ideally, ‘‘ the 
organic centre of the community” and on “the need for a representative body 
of citizens to occupy a mediate position between the state and the individual 
citizen ”’ (p. 289). 

The judgment of the West Midland Group that the growth of central 
control at the expense of local-authority government is not a good thing is 
quite clear. What is not so clear is the bearing of this study on that judg- 
ment. It is argued that to measure standard cost and the appropriate 
adjustment to differing local conditions would make the detailed central 
control unnecessary, yet this study produces very little evidence that such 
a measure is possible. In any case the assertion that the form of grant has 
largely determined the extent of central control is very questionable. 
Certainly in this study it is asserted without much attempt at proof. The 
duties of the Minister as defined in the Education Act, for example, would 
seem to suggest that if the form of education grant were changed, so would 
the form of control. If there is to be a national policy on the social services 
(and this is still implied in the West Midlands Group’s proposals about 
adequacy), how much room is there for any local authority to be different? 
Furthermore, given the place in the “‘ new universal services’ of public 
utilities, is it reasonable to assume that the measures proposed in this book 
could do much to give to the individual Authorities responsive to his needs 
and to his demands? 

It is a pity that questions such as these were not given a closer attention. 


B. R. WILutams 
University College of North Staffordshire, 
Keele. 


Population Growth and Levels of Consumption, with special reference to countries in 
Asia. By H. BetsHaw. Issued under the auspices of the International 
Secretariat of the Institute of Pacific Relations. (London: Allen & 
Unwin, 1956. Pp. vii + 223. 25s.) 


Tus book will be useful supplementary reading to specialist students of 
economic development. Unfortunately its technical apparatus on the pro- 
duction function may discourage the general reader, while hardly making it 
an up-to-date monograph. Joan Robinson’s Accumulation of Capital was no 
doubt too late to be mentioned, but in other respects also the theoretical 
approach must be regarded as pre-Keynesian. This is unfortunate. We 
need an adequate general book on demographic aspects of development and 
the relation of population growth to the rate of growth in capital and enter- 
prise required to maintain living standards. We probably need also a 
thorough-going technical treatment of this aspect of development which will 
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not assume unlimited supplies of labour, and real wages determined by 
unspecified historical forces. It may, as has been suggested, be naive to 
construct production functions which neglect the relation between wages 
and the measurement of capital. But to economists in Asia it seems worse 
than naive to assume away the effects of capital supplies on the level of income 
per head. 

In Professor Belshaw’s book there is no polemic on this issue. It is a 
treatment by the classical Cobb-Douglas equation of the effects (particularly 
in Asia) of accelerated population growth. It contains many shrewd 
observations from practical experience; and one can readily accept its 
general theme: the increasing strain that population growth imposes on 
Asian economies and the need for applied research into the sociological and 
technical problems of raising agricultural and industrial output by techniques 
of low capital intensity. 

There are some important omissions from the general population section, 
The dramatic increase of population growth rates to 3% per annum and 
more in several South-east Asian countries could have illustrated clearly the 
probable effects of better health services in other Asian countries. The 
latest Chinese census has revealed a higher rate of growth than was formerly 
suspected, and the Government has since modified its attitude towards birth 
control. Japan’s legalised abortions (mentioned only in a footnote) repre- 
sented a drastic reaction to critical post-war population pressures. The 
author finds hope in urban-rural fertility differentials, increasing velocity of 
communication and reduced reliance on large families for support in old age, 
but neglects the effect of widespread compulsory education on the cost of 
child-rearing (an important influence on birth control in England). 

Professor Belshaw uses the Cobb-Douglas equation to focus purely 
descriptive discussion of the effects of increases in labour and capital, and the 
likelihood of economies of scale. On p. 88 the proportion of food products 
consumed is apparently identified with the proportion of the population 
engaged in agriculture, neglecting important possibilities of international 
trade by underdeveloped countries. 

Professor Belshaw argues convincingly for small-scale investments with 
low capital intensity, on grounds of leadership training, employment de- 
centralisation and diffusion of benefits. He is less secure in criticising 
Galenson’s mode! (which defends high capital intensity as a generator of 
more re-investment) by arguing that, without rising consumption levels, 
there would be no scope for such increased investment. (The model is 
simplified by requiring reinvestment of profits in other mills, but this is not 
significant.) Without rising consumption levels, increased investment can, 
of course, occur only by raising the capital intensity of the whole economy; 
but to use this as an argument against capital-intensive methods is circular 
reasoning. Some assets corresponding to less-intensive techniques will lose 
value if capital intensification is too rapid for normal depreciation and 
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the growth of the whole economy to digest. Some selective losses may 
simulate progress; too many will deter investment by high risks. If 
Professor Belshaw’s development equations could help to solve these problems 
we should indeed be in his debt. 

He properly emphasises the difficulty of generating savings, including 
the incentive problem when raising marginal above average rates of saving 
in underdeveloped countries; but surely he should not criticise the tendency 
to invest capital in trade. He describes how ill-health, poor transport and 
the like reduce the labour supply for any given population, and how public- 
health measures initially aggravate dependency; and on p. 134 reproduces a 
dramatic life-table comparison. 

In specifying requirements for innovations, Professor Belshaw perhaps 
underestimates the need to adapt institutions to local factor scarcities (p. 173) 
and to minimise the required cultural changes (p. 176). Much research is 
needed, for example, into educational techniques where skill is scarce and 
young people numerous; and into modifying local techniques like Chinese 
tontines, and “* Gold-coasting.”’ 

The author’s convincing advocacy of community development says 
rather too little about ensuring that the local enterprise generated gains 
influence and is imitated, and that improved productivity leads to con- 
tinuing investment. The treatment of international loans as supplies of 
foreign exchange for development neglects much pre-war wisdom (now 
expressed in income-elasticities of import-demands) which international 
lenders are slowly relearning. Perhaps one should also whisper (the United 
States might overhear !) that the references to opportunities for local training 
imply rather unreal monopolists on the spot. 

T. H. Stcock 
University of Malaya, 
Singapore. 


The Population of Jamaica. By G. W. Roserts. (London: Cambridge 
University Press for the Conservation Foundation, 1957. Pp. 
xxii + 356. 40s.) 


Our knowledge of the structure and composition of the population of 
tropical areas is scanty, and Mr. Roberts’s detailed and careful survey of the 
population of Jamaica is an extremely welcome attempt to fill one of the 
gaps. As Vital Statistics Officer of the Colonial Development and Welfare 
Organisation at Barbados he had made a number of important contributions 
to the demography of the West Indies before a grant from the Conservation 
Foundation enabled him to devote himself to the preparation of this major 
work, 

Mr. Roberts traces the growth and structure of the Jamaican population 
fom the census and vital registration figures, and from accounts written 
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about the island before statistics were collected. As the original inhabitang 
have contributed practically nothing to population growth, immigration and 
the development of immigrant populations play a most important part, 
The bulk of the population were brought in as slaves, and after the abolition 
of slavery as indentured labourers; and the social factors influencing popula. 
tion growth can be understood only if this basic fact is borne in mind. Mr, 
Roberts brings together the data available on the slave period, but the 
principal interest of his book will centre on his discussion of population 
movement since the date of the first census in 1844. Unfortunately, as the 
last census that Mr. Roberts could take into account was that of 1943, most 
of the analysis has to stop at that date. 

During that period the population increased from 377,000 to 1,237,000, 
an annual rate of increase of approximately 1-2%. The rate of natural 
1 increase would have been even higher, as there was considerable net 
emigration during the period 1891-1921, which in total exceeded the net 
immigration of the remaining period. The rate of increase quickened 
recently as levels of mortality began to fall after 1921. This decline was stil] 
going on between 1945 and 1952, and the author believes that its continua- 
tion will soon bring about a state of affairs in which Jamaica will experience 
a practically European level of mortality. However, fertility has not 
followed suit. The study of fertility in this area is, of course, beset by 
considerable difficulties in view of the peculiar pattern of reproduction. 
Marriage is far from universal, and is in many cases entered into only ata 
late stage in a woman’s life, often when her reproductive period is already 
over. Thus, in 1943 only 44% of the women aged 35-44 were in the ever- 
married group, and the bulk of the births took place to women cohabiting 
in either relatively stable unions (common-lawjmarriages) or in unions of the 
keeper type, which were more casual affairs. ‘This makes it difficult to relate 
the births to the true population at risk. Roberts computes joint gross 
reproduction rates, which have never fallen below 2-08 in the last hundred 
years. Fertility is slightly lower now than in the pre-1920 period, but the 
improvement in mortality has led to a rise in the joint net reproduction rate, 
which Roberts estimates at 1-85 in 1950-52. 

Jamaica is thus in the stage of demographic development where mortality 
has fallen but fertility has not yet followed suit, and the rate of natural 
increase is high in consequence. Roberts shows that fertility is lower in the 
larger urban areas, and in the areas in which literacy is higher, but he does 
not believe that a decline in fertility will be automatic. He notices a 
tendency towards a decline in the relative number of the less regular unions, 
and as fertility among married women is higher than among women living in 
consensual unions, if only because the former are exposed to the risk of child- 
bearing more regularly, there is a possibility that fertility may actually 
increase. 

The future of fertility is, of course, the most important unknown in future 
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population growth. Mr. Roberts can only speculate on the subject, and 
me will await with interest the companion study also sponsored by the 
Conservation Foundation on attitudes and family relationships in the island. 
Mr. Roberts has, however, provided the foundation on which any further 
analysis must be built, and he is to be congratulated on having produced a 
distinguished contribution to the literature dealing with the demography of 
underdeveloped countries. 
E. GREBENIK 
The University of Leeds. 


Dynamic Factors in Industrial Productivity. By S. Merman. (Oxford: Basil 
Blackwell, 1956. Pp. 238. 22s. 6d.) 

Foundations of Productivity Analysis. By B. Gotp. (Pittsburgh: University 
of Pittsburgh Press, 1955. Pp. 303. $5.00.) 


Boru books are concerned, in different ways, with the more fundamental 
forces which lie behind productivity change. Professor Gold’s main purpose 
is to develop tools of analysis for their investigation; Professor Melman’s 
empirical study attempts to verify the basically Ricardian hypothesis that the 
primary factor controlling productivity adjustment is the relative cost of 
labour hours to machine hours. He also examines the administrative /opera- 
tive ratio in Britain and America. 

Professor Melman’s procedure is to compare the 1938 and 1950 alterna- 
tive labour/machine hourly cost (the latter includes depreciation, fuel, 
repairs, maintenance, insurance) of performing certain simple tasks. 
“Machinery ” in the main example is materials-handling equipment (fork- 
lift trucks). From statistics and case studies he argues that the greater use 
of this equipment in the British motor industry 1938-50 was due primarily 
to a sharp rise in relative labour/machinery costs. Since these machinery 
cost changes in both Britain and America 1938-50 followed the same trend 
as kilowatt-hour prices, he suggests that changes in the latter could fairly 
represent changes in the former. Kilowatt-hour price is then generalised 
to cover machinery cost in all manufacturing industry, and the relative 
labour/machinery (kilowatt-hour) cost is shown to be closely related to 
horse-power per operative, and to labour productivity over space and time 
between Britain and America in particular, and several other countries. 

The argument, which is well documented, appears superficially con- 
vincing, but it is not easy to accept uncritically the inferences from the 
materials-handling study. He admits that in Britain other important factors 
were present, the post-war labour shortage and the need for re-organisation, 
building-licence restrictions on new factory space and the like, and he does 
not show satisfactorily that relative cost was paramount. Moreover, fork- 
lift-truck price movements (including ancilliary equipment, p. 37) were not 
typical of all machinery (the 1938-50 increases were 33 and 142% respec- 
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tively), which throws in question the validity of the kilowatt-hour-machinery 
cost generalisation. 

Machinery cost is principally depreciation, fuel, repairs and main. 
tenance. The price index of machinery (above) indicates roughly changes 
in unit depreciation cost; in British industrial fuel costs coal was more 
important than electricity (their prices rose 1938-50 by 147 and 45% 
respectively) ; while wages, a major repairs and maintenance cost, increased 
by 155%. Hence overall machinery costs increased at least 100°% (while 
fork-lift-truck costs rose 40%), and to represent the former by kilowatt-hour 
price is an unwarranted induction from a special case; changes in the 
British overall labour/machinery cost ratio were thus greatly exaggerated. 

It should also be mentioned that the British, Canadian and Swedish 
kilowatt-hour price-data adjustment (p. 192) is not only very curious in 
itself, but is also applied inconsistently (to one diagram only, p. 125, and not 
elsewhere, as on pp. 105, 120, 155). Thus the arguments, though stimulating, 
do not verify the hypothesis satisfactorily, and a reader is left with the feeling 
that the relationships are too complex for solution by the simple techniques 
used. But if the hypothesis becomes generally accepted, and common sense 
recommends it, then its influence on wage policy may be profound. 

Professor Gold has two main objectives: to strengthen and to elaborate 
the foundations of productivity analysis; and, by examining the relationships 
between managerial decisions and productivity changes, to develop effective 
guides to practical decision making. After consideration of some con- 
ceptual problems of measurement, with emphasis on the purpose of pro- 
ductivity study, almost the entire discussion, which is theoretical throughout, 
becomes centred on constructions of identities. These “ analytical models 
which explore . . . productivity . . . more fully than the tools which are 
currently available ” (preface, p. v), are of the form: 











Output _ 
Man-hours 
ee Output 
Fixed investment . ; 7 P 
* Productive capacity _ Productive capacity 
x 7 . 
Man-hours Fixed investment 


To aid ex post analysis of movements in the various ratios, the construction 
of an identity (which Professor Gold persists in calling an equation) isa 
perfectly valid method, although its usefulness is limited. The expression 
above cannot, for example, indicate whether productivity was significantly 
affected by factors not included, such as the effort of workers, neither can it 
evaluate the possible effect on productivity of, say, a 10° increase in fixed 
investment. 

It is fatally easy to draw direct conclusions from these identities about 
causality. To use such expressions as “ is determined by ” (p. 273), “‘ may 
be attributed to ”’ (p. 67), leaves one in some doubt whether this is intended. 
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Clearly unless causal connections can result from this approach, it is sterile, 
but there is no indication how to do this. In the single empirical example, 
from the iron and steel industry 1904-39, the analytical method is to graph 
the ratios contained in two identities, one being that quoted above. But the 
conclusions, drawn by inspection, are unconvincing, principally because of 
the method, but also because of the data (all variables are in physical units 
except fixed investment; this is ‘“ Property Value,” presumably net in 
current prices, although not explicitly defined). 

In addition to examining the factors affecting productivity adjustment 
(by using identities), some theoretically possible sources of change in the 
principal variables and in their proportions are discussed at length. Possible 
physical and cost effects of productivity adjustment are then examined 
wing similar identities. Finally, managerial objectives are classified and 
rationalised. Again identities are introduced, incorporating now quan- 
tities, costs and profits, whose terms define “‘ management control ratios ”’ 
(p. 275). 

The value of this book is severely reduced by the absence of a satisfactory 
method of evaluating causal relationships between variables. The possi- 
bility of using other analytical techniques, such as calculating partial cor- 
relations from the identities, or using production functions, was not explored, 
and no indication was given of any structure which could be built on the 
foundations presented. 

J. B. Heatu 
Manchester University. 


The American Business Creed. By F. X. Sutton, S. E. Harris, C. Kaysen 
and J. Tospmy. (Cambridge, Mass.: Harvard University Press (Lon- 
don: Oxford University Press), 1956. Pp. xii + 414. 55s.) 


Ir is difficult to imagine anybody writing a book about the British 
Business Creed; but uncertain whether the reason is that the F.B.I. includes 
more ideological nonconformists (as the authors of this book would no doubt 
all them) than the N.A.M. or whether sociology here is less skilful at 
divining an ideology when it sees one. The theme of the four authors is 
that there exists an ideology of American business; this is not, they add, in 
itself at all wicked: ‘‘ For us the term is neutral and describes any system of 
ieliefs publicly expressed with the manifest purpose of influencing the 
sentiments and actions of others.”” Why “ideology” should sustain such a 
definition is not immediately obvious. However, if words like ideology 
lave to be used, it is something to have a precise definition of them. This, 
tall events, is the point from which the authors launch an examination 
fa great mass of evidence from sources diverse, dubious and entertaining, 
ihout a variety of topics related to American business: the nature of 
business-men, their views on labour, their customers, themselves, competi- 
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tion, free enterprise, the economic functions of government, trade cycles, 
monetary theory and policy, social responsibility, strains and stomach ulcers, 
and many other subjects. Much of the evidence is of absorbing interest, 
not a little of it is depressing and some is unbelievably silly. Not the least 
important feature of the account is the impression that it leaves, partly, one 
suspects, inadvertent, of the deep suspicion with which many Americans 
regard their kind of capitalism. The authors’ inquiry itself has to be pre- 
faced by solemn protestations of neutrality: and for the most part they stick 
conscientiously, almost desperately, to their aim. The business-man is 
analysed as if he were a fairly intelligent sort of ape, emerging with some 
credit if without flattery, a kind of J. Alfred Muggs of conservative habit, to 
be sent away with an approving if cautious sociological pat on the head. 
He should be able (the pupil’s report runs) to make an effective and con- 
structive contribution to American life “‘ always provided that the level of 
strains which produce shrill-voiced rigidity can be avoided.” 

Only the chapter dealing with business and labour seems to be too much 
for the spirit of neutrality. True, the authors admit that labour, or at 
any rate labour leaders, are if anything more subject than capitalists to the 
dangers and strains of present-day life, so that whereas in 1900 capitalists 
dared make rude remarks about trade unionists, to-day only a labour leader 
dare call an employer a Big Baboon. But the introduction into the argu- 
ment of hypotheses based on the absence of trade unions not only makes 
the discussion unreal: it also prejudices its objectivity. The problems 
raised by the growing size and centralised power of labour organisations— 
monopoly, victimisation, corruption, abuse of power—are too serious to be 
written down as capitalists’ phobias. 

Yet even here, the authors try hard to be fair. If, here and elsewhere, 
they fall short of being truly judicial, it is perhaps largely because their 
cross-examination is necessarily concentrated on only one of the witnesses 
in the economic suit. It is unlikely that the representatives of competing 
** ideologies ’? would appear in more flattering colours if they in turn were 
subjected to this particular form of ordeal by sociology; but they are not. 
There is, besides, a certain failure to grasp the real inwardness of the doc- 
trines of economic freedom. The belief in the identity of self and society 
may have been right or wrong, but it was not necessarily hypocritical or 
foolish, and the assumption that anyone who holds it will create strains for 
himself and society needs more proof than is assumed here. Nor can one 
entirely dispel one’s doubts about the authors’ evidence and their handling 
of it. We know that everything is grist to the sociological mill, but the 
admission, on the last page but two, that there is a large element of wind in 
much of the evidence quoted from the business-men themselves is more 
serious than they allow. What discount must be made for what they call 
** ideological excitement ’’? Are the views quoted in the previous four 
hundred pages to be taken seriously or not? Finally, it must be confessed 
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that the authors’ love of polysyllabic abstractions becomes very wearing. 
Even the simplest statements disappear under mountains of verbosity. 
CHARLES WILSON 
Jesus College, 
Cambridge. 


Social Aspects of European Economic Co-operation. A Report by a Group of 
Experts. (Geneva: International Labour Office, 1956. Pp. vii -+ 180. 
9s.) 


Tuis report is the work of a group of six professors from different western 
European countries under the chairmanship of Professor Ohlin, including 
Professor Byé of Paris, Professor Matthew of Birmingham, Professor Mein- 
hold of Heidelberg, Professor Saraceno of Milan, and Professor Verdoorn of 
Rotterdam. Since they devote their attention “‘ mainly, though not entirely, 
to the social implications of a liberalisation of commodity trade ”’ in western 
Europe, their conclusions are of topical interest, in view of current dis- 
cussions about the proposed Common Market and Free Trade Area. Un- 
fortunately the report was prepared before the detailed proposals for either 
of these schemes were sufficiently advanced to be considered by the authors, 
who had therefore to content themselves with G.A.T.T., the O.E.E.C.’s 
Code of Liberalisation, the European Coal and Steel Community and 
Benelux. However, since much of their argument is couched in general 
terms, the authors’ conclusions are nearly as relevant to the two recent 
schemes as to the earlier ones specifically considered in the report. (It is 
indeed a possible criticism of the report, that it is in too general terms, with- 
out getting down to brass tacks.) 

The report offers answers to four questions: First, Do international 
differences in labour costs (including social charges) constitute an obstacle 
to freer trade? Second, Are special international arrangements needed to 
minimise the hardships which freer trade may impose on persons engaged in 
particular industries? Third, Does freer trade call for more international 
co-operation in social policies? Fourth, Would problems arise from the 
freer international movement of capital or labour ? 

The general tenor of the report is to answer each of these questions in the 
negative, but with reservations. The most important reservations arise from 
the special circumstances of the large underdeveloped areas of southern 
Europe: in this regard one of the experts (Professor Maurice Byé) goes 
farther than his colleagues, in that he favours international machinery to 
offset the tendency for capital ‘‘ to move from the ‘ poor ’ countries towards 
the ‘ rich’ countries,’ but all the authors agree that there is “‘ a case for 
exempting the countries of this region from some of the obligations which 
other partners would assume under schemes for trade liberalisation ”’ 
(p. 19), while their general blessing to international movements of 
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labour does not extend to mass migration from this (overpopulated) region 
(p. 102). 

Other reservations relate to the special problems of agriculture (p. 83), 
Yet others relate to the need for the “‘ harmonisation ”’ of wage-rates, social 
charges and taxation, in the very limited sense of ensuring that no industry 
suffers differential penalties in one country to an extent markedly greater 
than in other countries: thus, in the field of taxation, co-operative action 
would be called for “‘ if (2) the burden which a certain system of taxation 


imposed on one industry in any country were heavier than . .’. on other 
industries in the same country, and, (b) in another country . . . the distribu- 
tion of the burdens . . . among individual industries were different” 


(p. 67). On the whole, however, the need for “‘ harmonisation ”’ (in this 
limited sense) is not very great, at any rate in the field of wage-rates and 
social charges, as is demonstrated statistically in an Appendix (p. 143)— 
perhaps the most likely source of trouble being the variation between 


countries in “‘ wage differentials according to sex.” 
BRIAN TEW 


University of Nottingham. 


The School Teachers. By A. Tropp. (London: Heinemann, 1957. Pp. 
vili + 286. 21s.) 


To be a schoolmaster, said Erasmus, is next to being a king, but the 
primary school teachers (if we may so describe them) of a hundred and 
fifty years ago cannot have felt that there was anything kingly about their 
occupation. Their professional ancestry was as undistinguished as the 
scene of their activities was squalid—the Dame’s School, the Charity School, 
occasionally the Endowed School fallen on evil days or, at the best and cer- 
tainly the least frequent, the small country Grammar School. The lack of 
a good general system of education was among the chief of the many social 
problems which beset England in the dark days after Waterloo. And it is 
here that Dr. Tropp begins his story, starting off, naturally, with the pioneer 
monitorial schemes of Bell and Lancaster. His concern all through is not 
so much with the content of education or the impact of the teachers on the 
taught as with (to use his own words) “‘ the social history of the professional 
group of elementary school teachers from the beginnings of the profession 
to the present day,”’ thereby somewhat belying his sub-title (the Growth of 
the Teaching Profession), which would suggest the teachers as a whole and 
not merely one section of them. But within these limits Dr. Tropp has 
given us a clear and full account of the struggles of the elementary teachers 
to achieve suitable training, security of tenure, recognised status and 
tolerably adequate remuneration. 

This restricted topic cannot, however, be completely isolated from 
wider aspects of education—other branches of the profession, the content 
of education, the training colleges, the inspectorate and educational ad- 
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ministration in general, and when Dr. Tropp deals with these his touch is 
less sure and his treatment less adequate. This appears, for instance, in 
his handling of the post-war period; here he is very up to date, and indeed 
detailed, over everything that concerns the N.U.T., for instance, the recent 
campaign for not handling “ savings”’ as a protest against the additional 
superannuation contribution. On the other hand, the important subject 
of teacher training is dealt with only sketchily; Dr. Tropp pays full acknow- 
ledgment to Professor Rich’s valuable book on The Training of Teachers, but 
this book stopped at 1902, and it is unfortunate that, broadly speaking, Dr. 
Tropp stops there also. He has a word or two about the emergency training 
colleges which were set up after the War, and he has a reference also to 
the proposals in the McNair Report about Institutes of Education. But it 
isa reference only; he does not tell us what has in fact happened, although 
the institutes have been of great importance both for co-ordinating the work 
of the training colleges (more especially as regards examinations) and for 
the provision of valuable refresher and specialist courses for teachers after 
they have entered the profession. Again, the research activities of the 
N.U.T. are duly noted, but similar work undertaken by the Institutes is 
ignored, important though much of this is (for instance, the three-year 
research into the education of the blind which is now being undertaken by 
the Cambridge Institute). 

I am not sure, moreover, whether Dr. Tropp appreciates the intensity of 
nonconformist feeling both about the proposals of the 1830s and 1840s and 
about the Act of 1902; the nonconformists may have been mistaken (I 
think they sometimes were) but there can be no doubt about the passionate 
sincerity with which they held their views. And I remember vividly, 
though only a boy at the time, the deep dissensions (largely denominational) 
which rent the old School Boards. (In this connection why does Dr. Tropp 
bring in an Evelyn Cecil, of whose existence I am sceptical, and yet not 
mention Lord Hugh Cecil, who was a very real and a very formidable 
figure ?) 

The book contains some interesting illustrations, in particular photo- 
graphs of former Secretaries of the N.U.T., and the facsimile of an early 
school report with entries made in the handwriting of Matthew Arnold. It 
is useful, too, to be given the famous Holmes Circular in extenso, and there 
are tables of teachers’ salaries at various dates; but in that on p. 276 only 
the price curve, and not the salary curve, should be attributed to Layton 
and Crowther. Dr. Tropp is sometimes over-allusive, as in his unexplained 
references to whisky money and to the Cockerton Judgment, while he will 
certainly not get universal assent to his dogmatic assertion that ‘‘ the pro- 
fession has decreased rather than increased in attractiveness during the post- 
war years.” 

My final conclusion (and I hope it is not ungracious to say it) is that the 
author has fallen between two stools. He has realised that he could not 
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confine himself exclusively to the elementary teacher and the N.U.T., which 
are clearly his main interests and with which he has dealt very successfully; 
but he has not been able to do full justice to the wider context in which they 
have to be placed in order to be seen in their true perspective. And, 
incidentally, if he wanted to end on a note of special praise for the N.U.T,, 
could he not have found some more recent eulogist than one whose experi- 
ence of educational administration ended more than fifty years ago? 
F. R. SALTER 
Magdalene College, 
Cambridge. 


In Their Early Twenties: A Study of Glasgow Youth. By T. FERGusON and 
J. Cunnison. (London: Oxford University Press for the Nuffield 
Foundation, 1956. Pp. 110. 12s. 6d.) 


Tuts book carries further the authors’ admirable Young Wage Earner, 
which examined careers from 14 to 17 of 1,300 Glasgow boys, who left 
school at or near 14 in 1947, and, as regards crime, Professor Ferguson’s 
Young Delinquent. ‘They selected for review, between the ages of 20 and 22, 
two groups—those who completed two years National Service and those 
medically rejected. These comprised 707 of the 1,115 in the earlier inquiry 
from whom adequate information was still available. The main omission 
was of 332 boys whose service was deferred to complete apprenticeships or 
training, since to include them would have unduly delayed and complicated 
the inquiry. Their exclusion, the authors indicate, renders the present 
results more unfavourable than they otherwise would be by omitting many 
with the best general and industrial records, this affecting specially, but 
not solely, apprenticeships and training for skilled work. Of the 707 con- 
cerned, adequate information was available for 568 (80-3°%)—346 service- 
men and 222 rejected; and thirty of those omitted, who served less than 
two years, are dealt with in an Appendix. The rejected were often handi- 
capped, some severely, by poor physique and health, but escaped the break 
in work suffered by those who served. The book, like its predecessors, 
combines thoroughness and good factual and statistical backing with grasp 
of human feeling and human factors generally. 

Its first four chapters start with “‘ Background,”’ analyse the two groups 
concerned, and discuss factors at work during National Service, and “‘ how 
the men (of both groups) fared between the ages of 20 and 22.’ They 
found the physique and health of Glasgow boys at 18 to be somewhat 
below the national average, and this inferiority was not appreciably reduced 
during service. But again the comparison is affected by the exclusion of 
the deferred group. The informative and excellent fifth chapter examines 
fully the effects of early background on careers between 20 and 22 and for 
some purposes between 17 and 20. These effects were often pronounced. 
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The tests are those used in The Young Wage Earner: physique and health; 
scholastic ability and performance; choice and change of jobs; unemploy- 
ment, from which the rejected suffered somewhat more than servicemen; 
homes, housing and overcrowding; use of leisure. These tests are also 
applied (Chapter 6) to the special subject of crime. These two chapters 
also include interesting illustrative cases. The final summary (Chapter 7) 
is concise, clear and informative. 

From all this some problems of great importance emerge. First comes 
training for skilled work. At 22 only 22:6% of the men (ex-service 241%, 
rejected 17-9%) were training or had completed training; and the numbers 
of men had fallen, mostly after the age of 20, from 163 at 17 to 119 at 22— 
or by 27%. Animportant influence here was that of good wages and ample 
openings available for lower grades in post-war full employment, with no 
adequate wage differentials to compensate for greater efforts in training and 
greater responsibilities of skilled work. Moreover, only 3-4% of the men 
of 20-22 were attending evening classes. This is a different picture from 
that in The Young Wage Earner of improvements among boys of 14-17 in 
their attitudes to apprenticeship and in their and their parents’ greater care 
inchoosing jobs. But here again, exclusion of the large deferred group, with 
better abilities and records, affects the comparison, and the picture, if they 
could have been included, might have been very different. 

Secondly, while general effects of service were good with some, bad with 
others, the break in work involved was definitely injurious and contributed 
to the decline in skilled training. This difficulty was escaped by the re- 
jected, though rejection in itself sometimes caused disturbances. Thirdly, 
the evil results of poor earlier backgrounds were generally pronounced, 
causing or aggravating much of the later troubles; and these results were 
specially marked in regard to crime. 

In conclusion, the book well maintains the quality and humanity of its 
predecessors. ‘The authors’ work is specially valuable in continuing for the 
two groups, for whom this was immediately practicable, the study of further 
careers from 17 to 22. The omission of the deferred group, though regret- 
table, was at present inevitable. But one may hope that they will be able 
later to treat this group similarly, through and after their service, both 
for their own sake and for the light which can be thrown on the wider 
problem. 

N. B. DEARLE 
All Souls College, 
Oxford. 
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Food, Volume II. Studies in Administration and Control. By R. J. HAmmonn, 
History of the Second World War, United Kingdom Civil Series, edited 
by Sm Kerrn Hancocx. (London: H.M. Stationery Office and 
Longmans, 1956. Pp. 835. 50s.) 


INFANDUM, regina, jubes renovare dolorem. So might exclaim the author 
of a book on rationing, emergency food services and attempts to control the 
distribution of fish, eggs, potatoes and milk, which form the substance of this 
second volume of the history of the Ministry of Food during the Second 
World War. While the first volume dealt with policy, this is concerned 
with the carrying out of policy. Its very detailed treatment enables us to 
follow, almost day by day, the reactions of administrators to perpetually 
changing circumstances and pressures—not merely to the “ laws of supply 
and demand ” which the Ministry was always accused of ignoring when it 
was only trying to interpret them. The case of eggs, the shortest study of 
the four, is typical. There the Ministry controllers had to contend with the 
following; a public demand for eggs based on a belief in their food value 
which was denied by the Scientific Adviser; producers demanding higher 
prices (the reviewer recalls a telegram reading, whether by a Freudian slip 
or a happy misprintin theG.P.O. ‘* Employ you to raise the price of eggs ”) 
aided by the Ministry of Agriculture, whose co-operation with the Food 
Ministry often seemed less than complete; the fear that an uncontrolled 
price of eggs, or too high a controlled price, might threaten the milk supply 
by diverting feeding-stuffs from dairy herds to poultry; the inscrutability of 
statistics which prevented the Ministry even convincing itself, let alone any- 
one else, of the true equivalent in eggs of a given volume of feeding-stufls; 
their desire to do as little damage as possible to the established channels of 
distribution, which bolstered the belief of producers that any scheme issuing 
from the Ministry would be biased in favour of distributors; the Treasury 
concerned to keep down the cost of living index. Moreover, the four foods 
here studied had one outstanding common characteristic, namely that there 
was no single essential point in the productive or distributive process which 
the Ministry could take hold of and so secure complete physical control of 
the commodity. 

Thus control had chiefly to be indirect, usually by an attempt to use the 
‘price mechanism” but also, sometimes almost literally, by means of 
mirrors; for example, the recommendation of recipes “‘ combining in- 
gredients on other than gastronomic principles ” (p. 33), or S. R. & O. (1941) 
No. 374 “‘ to forbid the sale from one person to another at the retail price of 
more than 5 dozen eggs in any one week,” of which the author comments 
(p. 73), ‘‘ Compliance . . . cannot but have been wholly voluntary,” but 
it caught two Oxford colleges in its first week! In such cases the Ministry 
learnt, gradually on the whole, that partial measures satisfied neither traders 
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nor public but only made things worse; from merely fixing retail prices 
it was forced to proceed first to fix prices all along the line and finally 
to such physical controls as were possible in the circumstances. Yet, 
because such control, for the reason stated, could not be complete, the con- 
sumer could not be guaranteed supplies to compensate for his loss of freedom 
to choose his supplier. Thus, by a piece of terminological ingenuity which 
the consumer was far from appreciating, there were no rations of these foods, 
only allocations. 

The section on rationing occupies nearly half the book and falls into 
four parts, preceded by a short historical sketch. Two of these, dealing with 
the general course of rationing and controlled distribution and with the 
special schemes for meat and tea, provide the basis for the author’s con- 
clusions on the conditions for success. That rationing was, in its way, a 
success the author does not deny. The coupon was “ honoured like a bank- 
note” (was indeed more honourable for, as the author points out in a charac- 
teristically Gibbonesque footnote, the banknote had, in fact, become in- 
convertible paper), and public satisfaction with control “‘ varied directly 
with its completeness.”’ But it is clear that Mr. Hammond regards this as 
due more to good luck and public co-operation than to the soundness of the 
principles adopted. The “ legend of 1918 ” produced the consumer tied to 
the retailer with the registration counterfoil giving ex ante estimates of require- 
ments, and involving all the complexities of tracing removals as well as an 
inflation of retailers’ stocks. His own preference, in retrospect, would 
have been for an universal points system, a “ self-propelled currency,” 
by which demand would have been measured ex post by the “ simple, 
elegant and accurate’’ mechanism of coupons flowing back from the 
retailer up the chain of distribution. One of the major curiosities of the 
volume is a memorandum of December, 1917, by Mr. Sylvanus Vivian, 
advocating just such a system, a memorandum which seems to have been 
completely lost until rediscovered during the preparation of the present 
volume. 

Mr. Hammond makes a good story of the Ministry’s muddles and 
mistakes, and is certainly right in suggesting that it was mainly the particular 
tempo of a war of attrition, such as the last war was, that made it possible for 
the “‘ ingenious and inveterate improvisers ”’ of Rationing Division to meet 
each situation with a new, and sometimes strange, device rather than to 
“bring sustained criticism to bear on basic notions.”” Points as currency 
have been discussed before in this JouRNAL (December 1948 and March 
1950). Here it may be enough to suggest that the adjectives quoted above 
apply rather to the system on paper than in practice. Though the removals 
problem would have been eliminated, delays and rigidities would still 
have featured in the distribution of commodities, because of the different 
flow-times of coupons and commodities and the inflexible relation 
between wholesale and retail points prices. Moreover, the main rationing 
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system was linked, and not only in the public mind, with a guaranteed 
ration. 

It is one implication of this guarantee, that Food Offices must keep track 
of consumers’ movements, which provides the theme of another part of this 
section, describing the intricate relationship that developed between the 
Ration Book and the Identity Card. For the Registrar-General, now Sir 
Sylvanus Vivian, perceived that this could be used to help the maintenance 
of the Central Register (whose creation during the First World War had 
substantially eluded him) and be an added means to control civilians in war- 
time. ‘Starving them into submission ’’ was the comment of Rationing 
Division, which saw its job as primarily to feed the people and, while willing 
to help other departments—it played an essential part in clothes rationing— 
felt unwilling, at first, to go farther than to exhibit “‘ brotherly behaviour.” 
An uneasy liaison persisted until a ‘‘ fusion ’’ of Food and National Registra- 
tion Offices was negotiated at the end of 1942. But the two partners did not 
find—in Mrs. Patrick Campbell’s immortal phrase—“ the deep, deep peace 
of the double-bed after the hurly-burly of the chaise-longue,”’ for the com- 
bined issue of ration books and identity cards in 1943 landed the Food 
Offices in the “‘ biggest maelstrom of their not uneventful career.”’ In fact, 
the integration, which might have been mutually helpful, was never complete 
nor even particularly successful. But for the student of administration this 
is, perhaps, the most fascinating part of the book. 

The shortest section deals with the Emergency, Salvage and Communal 
Feeding Services. The former were designed to meet the certainty of air 
raids and the possibility of invasion. They, too, illustrate the difficulties of 
combined administrative operations, difficulties not lessened by the fact that 
neither air raids nor invasion followed the course envisaged by the planners. 

For Communal Feeding the Ministry had little early enthusiasm. But 
migration to air-raid shelters and the London Tubes made the provision of 
food there a necessity, and enthusiasm did develop for British Restaurants. 
They were found to fit the Ministry’s principle of “‘ fair shares,” by providing 
facilities for eating out for people for whom such would not normally be 
available. 

For one of the characteristics of the Ministry, revealed in, even dominat- 
ing, this volume was its determination that no group genuinely needing 
special treatment should be denied it, and it was for these that so much 
time, effort and paper was expended. Rationing Division might have said— 
as did General Hugh S. Johnson about the New Deal—‘‘ We hammered 
away, sometimes hitting the nail, sometimes the thumb.”’ The great value 
of Mr. Hammond’s book is that it gives a detailed account of each stroke, of 
the conditions that prompted it and of the other conditions that made it fall 
where it did. Mr. Hammond’s criticisms are acute and just, and one may 
well feel that it was more often the thumb than the nail that was hit. Yet 
in the end the nails were driven in and a machine created which may seem, 
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in retrospect, tortuous and clumsy, owing more to Emmett than to the 
Beveridge Committee (p. 444), but did get the people fed. 
E. M. Hucu-Jones 
Keble College, 
Oxford. 


Food and Inflation in the Middle East, 1940-45. By E. M. H. Luoyp. Stan- 
ford University Food Research Institute, Studies on Food, Agriculture 
and World War II. (Stanford, California: Stanford University 
Press (London: Oxford University Press), 1956. Pp. 375. 48s.) 


Tuis book is important as a record of the civil background against which 
one of the important military struggles of the War was waged successfully 
in the Second World War. But it is also important in that it sheds light 
on some of the problems of the Middle East of to-day and on some that 
may well reappear in the future. The choice by the Food Research In- 
stitute of Stanford University of Mr. E. M. H. Lloyd as author was a singu- 
larly happy one; his long experience in peace and in two world wars of the 
problems of supply and price control in food and agriculture and his term 
of office as Economic Adviser to the Minister of State in the Middle East 
during 1943 and 1944 gave him unique qualifications for this study. His 
close participation in the formulation and execution of policy during these 
years does not obscure the wider issues, but it gives a pleasing authenticity 
and implants a sense of reality to his account of events. 

The book starts with a well-balanced description of food production and 
consumption before the War, which leaves no doubt about the precarious 
balance between adequacy and dearth which existed throughout most of 
the area even in peace-time. The second section deals with the origin and 
development of the Middle East Supply Centre, which was designed as the 
central planning authority, responsible for the needs of twenty-seven terri- 
tories with a population which numbered over 70 millions. In the Centre 
was focused the control of essential supplies of food, fuel, fertilisers, industrial 
raw materials, transport and medical supplies. Next follows a survey of 
the means whereby cereal supplies, including both home production and 
imports, were brought under control. 

The fourth section concentrates on the problem of inflation and the 
measures taken by the various territories to limit its growth and combat its 
most serious effects. A further section deals specifically with the efforts 
made to increase food production, while the concluding section not only 
summarises the earlier chapters but also gives a brief but masterly survey 
of the main impact of the War in the Middle East and a brief picture of 
the post-war developments. 

The Middle East, as in the First World War, was a region of supreme 
strategic importance, and as early as mid-1941 the “‘ ration” strength of 
the Army had already been built up to nearly a million men. The closing 
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of the Mediterranean between 1940 and 1943, far from diminishing the 
importance of the area, merely added to the number and magnitude of its 
problems. These included the growing competition for the decreasing 
tonnage of shipping; the lengthening of the distance from home ports 
from 2,000 to 12,000 miles; the immense programme of port, rail and road 
development necessitated by the use of the ports at the South end of the 
Suez Canal in place of Alexandria; the imposition on communications 
already strained to breaking point of vast tonnages of goods to support 
Russia. . 

The impact of military requirements on a civil economy, which for 
much of the area was already a precarious one, is the central point of this 
history. Three main factors in particular gave rise to inflationary pressures 
which, if unchecked, might well have endangered the whole military effort. 
First, between 1940 and 1944, Allied net military expenditure rose steadily, 
and in the seven principal territories currency and bank deposits multiplied 
five-fold. This expenditure, which in some territories may have amounted 
to as much as 20% of the total value of goods and services, was spread 
unequally throughout the area, leading to variations in price levels which 
created serious obstacles to inter-territorial trade. Secondly, imported 
supplies for civil consumption had to be cut severely to clear the ports, rail- 
ways, canals and roads for military use; by the end of 1943 civilian imports 
were down to the level of 1-25 million tons a year from their pre-war level 
of 5 million tons, while the military programme alone exceeded 5 million 
tonsa year. Thirdly, the yield of Middle East crops from the 1941 harvests 
was far below average in most areas. 

During the first two years of the War, the potential dangers of inflation 
were to a great extent ignored by the Allies, who were preoccupied by the 
task of clearing their lines of communication for the forthcoming flood of 
military supplies. By the end of 1941, however, the seeds of inflation had 
germinated. The account of the various measures, such as increased 
taxation, the raising of loans and the control of prices and supplies, which 
were adopted in the following years to neutralise the growing excess pur- 
chasing power, is clearly told by Mr. Lloyd. The extent to which these 
were introduced and were effective varied from country to country, de- 
pending on the strength of central government; here the strengths of the 
British administrations in the Sudan, Palestine and Cyprus are flatteringly 
evident. There were some developments, particularly in Egypt and Iraq, 
in the floating of loans, but their total effect was not impressive. About 
40% of Middle East Government expenditure and Allied military expendi- 
ture up to the end of 1943 had been offset by taxation and loans, the remain- 
ing 60 % being met by the expansion of currency and bank deposits. 

One of the most interesting chapters in this section of the book is perhaps 
the account of the sale of gold to the public at open-market prices, which 
began in June 1943 and continued until June 1944. The background of 
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the debate which preceded the introduction of this novel experiment is 
fascinating but tantalising in its brevity. The serious danger that confidence 
in paper currency and sterling might be undermined did not materialise ; 
there is perhaps too little recognition that this may have been due to a con- 
siderable extent to the limited nature of the experiment and to the fact that 
by 1943-44 the tide of war was seen to have turned. 

The efforts to mitigate the effects of inflation by price control and by 
the complementary control of supplies and rationing were surprisingly 
effective even where the machinery of government was weak. Mr. Lloyd 
emphasises throughout his book the relationship between the control of 
food prices and anti-inflation. ‘‘ From the beginning of 1942 until the 
end of the War, the problem of feeding the Middle East became increasingly 
mixed up with the issue of checking inflation.’’ ‘The author’s final con- 
clusion is “‘ that inflation was kept in check as much as it was was in no 
small measure due to the fact that all over the Middle East, through careful 
planning of imports and organised collection of bread grains at fixed prices, 
the food supply of the towns was maintained.’’ While it was less difficult 
to ensure that essential imported supplies passed into the hands of the 
governments, the control of home-produced supplies, including the vital 
bread grains, was infinitely more complex. The pioneer work of the Centre 
in stimulating governments to abolish private trading in grain and to 
become the sole purchasers of grains, to introduce maximum prices, to 
organise collection schemes and to enforce their operation was a most 
important contribution to the stability of the Middle East; the Centre’s 
experience proved of subsequent value in other countries where the similar 
problem existed of ensuring adequate food supplies for their urban con- 
sumers in the face of speculation and hoarding by cultivators. 

The concluding chapter deals with the controversy whether the earlier 
introduction of all-round measures of control could have prevented inflation 
from reaching the levels that it did. Mr. Lloyd supports the view that as 
much was done as was politically and administratively possible in the light 
of the changing circumstances. There was little reason, from the Middle 
East point of view, for the introduction of strong anti-inflation measures 
until the end of 1941, and it would probably have been politically impossible 
to achieve their adoption. Thereafter the growth in military expenditure 
and the severe reduction in imported supplies, factors which were beyond 
the control of Middle East governments, made inflation inevitable. The 
fact that it did not get out of hand and result in a break-down in essential 
supplies, causing hardship to the civilian population and disastrous inter- 
ference with military operations, is a tribute to the work of the Middle East 
Supply Centre and the United Kingdom Commercial Corporation in 
conjunction with the Governments of the Middle East territories. 

KerrH Murray 
London. 
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Bulk Buying from the Colonies. A study of the bulk purchase of colonial com. 
modities by the United Kingdom Government. By CHARLoTTE 
LeupuscHER. (London: Oxford University Press for the Royal 
Institute of International Affairs, 1956. Pp. 206. 30s.) 


Now that state trading and bulk buying of colonial products, except 
sugar, have been abandoned in the United Kingdom, though not on the 
Continent, Dr. Leubuscher has performed a useful service in trying to assess 
the results and draw conclusions. The commodities studied are the five 
main colonial products—oilseeds, cocoa, coffee, sugar and cotton—during 
the post-war years 1945-54. Her main conclusion is that for the greater 
part of colonial production ‘‘ economically sound development ”” is best 
ensured by free markets and not by long-term contracts at guaranteed 
prices. 

This view would probably not be shared by producers in French Colonies 
who enjoy guaranteed prices for their products in France and are now to 
have the benefit of “‘ organised marketing’’ in the six countries of the 
Common Market. Perhaps a more valid conclusion would be that British 
consumers and/or tax-payers would probably pay more for colonial products 
under bulk purchase than in a free market. For experience shows that in 
time of peace, when governments guarantee prices, they usually find it 
expedient to fix them too high. 

Dr. Leubuscher rightly emphasises that both governments and Market- 
ing Boards are prone to make erroneous estimates of future price trends— 
and, she might have added, of the effect of guaranteed prices on future 
production. If the guaranteed price gives too sharp a stimulus to pro- 
duction, it may become necessary, as with hops in the United Kingdom 
and wheat in the United States, to restrict output—an operation that is 
administratively unworkable with most colonial products. 

The chief argument in favour of long-term contracts is that an assured 
market at a stable price benefits both buyer and seller. Dr. Leubuscher 
finds it a bit difficult to generalise about the effects of bulk purchase even 
over this limited range of products. It seems that sometimes the price was 
too low and sometimes too high; but it was rarely, if ever, possible for both 
parties to be satisfied that the price was just right. There is indeed no 
obvious criterion for determining the right price, if it differs from the market 
price. Changes in average costs, or in factors affecting costs, are unsatis- 
factory criteria when costs vary widely between different producers, and 
are themselves influenced by the guaranteed prices fixed for the finished 
product. 

Looking at the general picture of Government guaranteed prices for 
farm products—of which bulk purchase of colonial products is a special 
case—the most significant feature is that in nearly all countries one of the 
main objects is to raise the incomes of farmers and farm workers above 
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what they would be without Government intervention. Dr. Leubuscher 
suggests that before the War preferential customs treatment on the whole 
gave colonial producers an adequate share of the British market; but it 
gave them no guarantee that their prices and incomes would be satisfactory. 

As regards price stabilisation the author points out that centralised sell- 
ing by producers’ Marketing Boards in the Colonies can to some extent 
smooth out short-term fluctuations without the support of a bulk-purchase 
agreement, though it is quite likely that they will make mistaken forecasts 
of future world prices. The radical way to avoid the embarrassing reper- 
cussions of a free world market price is, of course, to abolish it. For example, 
under the International Wheat Agreement the exporting countries have 
been able to avoid mistaken forecasts of futures prices by themselves fixing 
prices and accepting the risk of having unmarketable surpluses left on their 
hands. In view of the author’s adverse conclusions about bulk purchase it 
is interesting to find that she thinks that there is “ a strong case ”’ for aiming 
at “the avoidance of excessive fluctuations in world market prices’’ by 
international agreements. This seems inconsistent with the view that 
sound economic development is best ensured under competitive conditions 
in a free market. But she is probably right in emphasising the special 
opjections to bi-lateral purchase agreements. 

The main value of the book is to draw attention to the possible short- 
comings and undesirable effects of bulk purchase, which is a field of applied 
economics where an ounce of factual study is worth a ton of theory. 

E. M. H. Lioyp 
London. 


The Early Churchills. An English family. By A. L. Rowse. (London: 
Macmillan, 1956. Pp. 420. 36s.) 


Most of the great Whig families, which were to provide the ruling élite 
for the next two hundred years, rose in the seventeenth century. They 
replaced the medizval nobility ruined by the Wars of the Roses and Tudor 
severity and parsimony. Engaging in commerce, they benefited from the 
displacements caused by the Civil War and, above all, they had the luck 
to coincide with a new pattern of government. At all times men have 
gone into politics to make their fortunes, but few had the chance to pursue 
this aim so single-mindedly as these families, freed from the old feudal 
loyalty to their Sovereign, indispensible to him by reason of Parliament 
and therefore able to extort a high price from his coffers and his patronage. 
Meanwhile they married advantageously amongst each other to consolidate 
their wealth and, if fortunate, the family might provide a royal mistress who 
acquired wealth and position for herself and her kinsmen. 

None played this game better than the Churchills, and their story is 


familiar. It is that of the West Country family who make their mark first 
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as small squires. Then one of them becomes Master of the Rolls and 
another, the first Sir Winston, marries a Villiers—a typical family of the 
new dispensation which was rising fast through royal favour. Sir Winston 
got comparatively little from his old-style Cavalier support of the Stuarts. 
But his daughter, Arabella, became the mistress of James, Duke of York, 
at the same time as her kinswoman solaced his brother Charles II; another 
son became an admiral, another a general and the eldest was the great Duke 
of Marlborough. Arabella’s natural son, the Duke of Berwick, also became 
a famous soldier in France. 

This book is not a minute study in social history such as Dr. Plumb has 
made on Walpole, or Professor Habakkuk on the Finches, nor yet a domestic 
study like Miss Gladys Scott Thompson’s books on the Russells. Mr. Rowse 
is a master of the art of narrative, and no active historian has a greater sense 
of history as pageant and panorama. When amateur historians undertake 
such a task their pages frequently show thin, whereas his are thickened by 
constant references to the fruits of his researches and his understanding of 
politics and the past. 

Mr. Rowse’s admirers must bear with his remarks about poets and intel- 
lectuals as best they may, since he seems incapable of showing them the 
same tolerance which he bestows on politicians and generals. When he 
calls Pope a “‘ brilliant monkey ”’ does he not realise that Pope was criticising 
something we call civilisation and that poets do not measure men by the 
standards which historians—or politicians—use? Yet if Mr. Rowse’s aim 
was to do justice to Marlborough’s genius, he has certainly succeeded. 
Inevitably the greater part of the book deals with Marlborough and Sarah 
and he makes a just judgment on the man with his mild ease of manner, his 
sensitivity to others and that immense ambition to raise a monument to 
himself and the Churchills in palace and patrimony. ' The theme of the 
book, however, is the family: at the end of this volume it is established, the 
next volume will carry the story to the present generation. 

N. G. ANNAN 
King’s College, 
Cambridge. 
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NOTES AND MEMORANDA 
NOTE ON AUTOMATION 


Mr. Moos, in his design to blaze a trail through the tangled forest of 
automation, has marked so many trees that the path has become uncertain 
and even the shape of the wood hard to discern. There are three dimen- 
sions to the problem of the scope of automation; put shortly, they are the 
definition of automation, its character and its novelty. It is really only the 
second, more felicitously termed by Mr. Moos “‘ the mythology of auto- 
mation,” that he explores. 

Admittedly the definition of automation is not easy, for the term is 
indeed vague and open to a wide range of interpretation. But though Mr. 
Moos tries to get around this difficulty by describing modern automation 
as a “combination of . . . techniques which yields a ‘ break-through’ in 
production methods,” it is not at all clear what he means by this, or by the 
term “ break-through.” Indeed, up to p. 34 of his article automation seems 
chiefly to mean transfer machinery, with some reference to tape-controlled 
machine-tools; thereafter chiefly electronic computers. His extension of 
the term to include pre-fabrication surely widens unduly the range of 
interpretation. 

The problem of novelty is, indeed, raised on p. 34 in the statement that 
“with the electronic computer something different in kind has arrived ” 
and is implied in his reference (p. 26) to the ready-made assumption that 
automation will bring no fundamental change in industrial organisation but 
will advance at the ordinary rate of technical progress—whatever that may 
be. It is obviously of importance to decide whether the consequences of 
automation differ only in degree from those of previous industrial innovations 
or whether, despite any fundamental similarity between automation and 
earlier technical developments, the degree of change produced is so great 
as to constitute, in effect, a different kind of change, for which therefore 
our previous experience is of no help. In the first half of his article Mr. 
Moos’ views on this matter tend to be ambivalent; in the second he seems 
to accept that differences in kind will occur, but fails to indicate their nature 
perhaps because, so I think, he has lost touch with his own earlier tentative 
definition. 

Consider, for example, his discussion of automation and size of firms 
(though sometimes he really means plants), which is mainly on pp. 27-9, 
although some very relevant points also crop up later. He says that 
“industries based on the ‘ flow-concept ’ of automation are best suited for 
large firms.’’ But the flow-concept of those he cites is not derived from 
automation but from the nature of the product, liquids, gases, pulped solids 
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or energy. The interest of automation, in the limited sense of transfer 
machinery, is that it has applied the flow-concept to such bulky and unhandy 
solids as car engines, for which small firms may be equally suitable. 
Again, “‘ whenever automatic equipment is so expensive that it is beyond 
the financial strength of the small and medium firm to replace their old 
equipment . . . the small firm will die out.’’ But how does this differenti- 
ate automation from any other requirement of the firm, of whatever size? 
Surely, if any essential resource, labour, materials, machinery, is too expen- 
sive for any firm that firm must die out. There is some evidence—and from 
later remarks Mr. Moos is obviously aware of it—that automated machinery 
is not only cheaper in running cost but even in capital cost than the machin- 
ery it replaces for a given volume of output. If this be so, there seems less 
justification for concluding that automation will accentuate the division of 
industry into large-scale and small-scale. The division seems more likely 
to be between those industries which can and those which cannot be auto- 
mated, be they large-scale or small-scale. 

Again, in discussing the location of industry, Mr. Moos gives reasons for 
supposing that automation may both lead firms to locate their plants in 
areas of sparse population and require them to choose areas of dense popula- 
tion. His later conclusion (p. 36) that the final pattern may be of decentral- 
ised plants linked electronically to a central control may well be right, and 
seems to assume that, on balance, automation has a dispersing effect. But 
does the influence of automation on the dispersion or concentration of plants 
differ at all, essentially, from that exercised in the past by the internal- 
combustion engine or the development of electric power? And the specific 
problems of location remain. His American example of the 600-700- 
employee factory supposes a town of 3,000-3,500. Ifit is not to be a “ com- 
pany town ”’ or dependent on a single industry its size must be doubled or 
trebled. How many American towns are of 7,000 or over? 

Mr. Moos is very right in urging the need for further research. But I 
submit that if this is to proceed the field must be laid out more systematically, 
if in somewhat simplified form. May I suggest a preliminary scheme? 

The categories of automation with which he starts may be reduced to 
three: production engineering (transfer machines and automatic assembly, 
chiefly), electronic control (which may be by computers or other electronic 
mechanism), communications engineering or data-processing (which is also 
a function of computers which may not be electronic). Both the first and 
the last may claim to have “‘ evolved over decades or centuries,”’ as also has 
mechanical or non-electronic control. The problems they raise may well 
not differ from those of earlier decades, save in degree. It is the fusion of 
electronic control with either of the others (or even of all three) that con- 
stitutes the ‘‘ combination ”’ which Mr. Moos notes as the essentially modern 
development. This fusion, as Mr. Moos indicates, can profoundly influence 
the time dimension of industrial processes. But so far as the fusion of 
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electronics and production engineering is concerned I suggest that there is 
so far little reason to think that its effect over industry as a whole will be 
markedly different from what we have experienced in past decades or cen- 
turies. There will be an up-grading and down-grading of labour, as on 
the earliest introduction of powered machinery, but will the ensuing prob- 
lems be more severe than those of the hand-loom weavers of a century ago? 
It may be; but, “It ain’t necessarily so.’ It may rather happen, as I 
have suggested above, that a rather deep chasm will be created between 
automated and non-automated industries, exaggerating their differences in 
wage and cost structure, because in the former wages will be higher than in 
the latter and will form a part of industry’s fixed costs. At the same time 
the fusion of electronics and data-processing may speed up the reaction time 
of entrepreneurs, because information will then be more rapidly available. 
The danger here is that it may also increase to an unbearable volume. But 
such mechanisms can be instructed to present only information that shows 
divergencies from management policy—e.g., stocks below the minimum or 
sales of a multi-product plant getting out of balance. (This, presumably, 
is the purpose of the massive order for computers placed by I.C.I. (p. 35, 
footnote) and, if achieved, will reduce the incidence of managerial ulcers in 
that vast organisation.) Thus lag-less economic theory may become a 
reality. 

But why stop there? Ifthe computer can signal a stock deficiency, may 
it not proceed to issue the orders necessary to correct the deficiency? After 
all, the city of Norwich is installing such a machine to calculate, and then 
issue, demands for rates (Manchester Guardian, April 4, 1957). And if it 
were given information not only of the firm’s activities but also of those of its 
competitors, might it not, as George Soule suggests (What Automation Does to 
Human Beings, 1956), on observing that a competitor’s sales were declining, 
infer a stock shortage and order a drive by its own sales department? With 
its memory stored with the Theory of Games it could not only chart the 
pattern of economic behaviour but also itself become the entrepreneur. The 
N.R.D.C. taught their computer to play draughts. That shortly thereafter 
it began to cheat encouraged the hypothesis that it was capable of acquiring 


human characteristics. 
E. M. Hucu-Jones 
Keble College, 


Oxford. 





COMMENT ON THE MARGINAL EFFICIENCY OF CAPITAL 
AND INVESTMENT PROGRAMMING 


THERE are certain significant factors effecting investment programming 
to which Brockie and Grey, in their paper published in the December issue 
of the Economic JourNaL, make little reference. 

The popularity of the pay-off-period method surely rests more firmly on 
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its use as a guide to the date of return to liquidity and manceuvrability than 
it does on the difficulty of assessing distant earnings, but for this purpose it 
is valueless to the firm unless the incidence of taxation is taken into account. 
It is fairly certain that the effect of taxation on investment programming 
receives closer attention by the firm than does the incidence of interest rates; 
and actuarial formule for the present worth of annuities are to some extent 
unrealistic unless they allow for the greater retained earnings in earlier years 
which arise in the United Kingdom by virtue of the incidence of wear-and- 
tear allowances calculated on the diminishing-balance basis and of initial 
and investment allowances. 

Business-men, looking round for a basis on which to make internal or 
external comparisons turn naturally to projected forms of orthodox account- 
ing presentation and terminology, or to stock-exchange concepts of “‘ yield,” 
with both of which they are in regular contact. Concepts of “‘ comparative 
net profit to capital employed’ and “‘ average additional return to cash 
re-invested ”’ differ from the pay-off concept in that they allow for deprecia- 
tion and seem to be in fairly general use for testing investment programming, 
and it is rather surprising that their validity was not commented on in the 
paper. 

The real problem, however, is to determine the estimated content and 
trend of R—“‘ the successive anticipated annual earnings.’’ Such papers 
as have appeared on the subject seem to assume that capital rather than 
labour is the scarce resource. Where economies from labour utilisation 
arise from re-equipment, such gains are naturally embodied in the increased 
“ earnings,” but few references are made to the contribution to earnings 
which may well accrue from labour released for other work. 

A further factor of significance to the firm arises when it, or any of its 
competitors, undertakes re-equipment leading to a reduction in marginal 
costs. This in turn may, of course, affect pricing policies, particularly in 
times of stress, leading up to a potential displacement of income away from 
the non-re-equipped firm to the re-equipped. If the problem of assessing 
the effects of this very hypothetical factor on the trend of earnings (and unit 
costs) could be satisfactorily resolved, there is little doubt that lesser reliance 
would be laid on past trends and greater faith placed on future forecasts. 

Perhaps the basic problem for the firm, however, is not so much that of 
assessing the earnings if a specific type of plant is replaced or expanded, but 
of determining the appropriate assumptions for setting the basis of com- 
parison—the alternative that it is not. Of the infinite number of ways in 
which funds could then profitably or unprofitably be used or disused, is it 
legitimate to work on the assumption that the alternative is for funds to be 
left in other investments at commercial interest rates or that the old plant 
must ultimately be replaced at the very end of its useful life ? 

The logical reasoning which precedes a corporate decision to invest will 
rise above the private reasoning leading up to buying a new house, but not 
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dissimilar social and economic factors come into play. In determining 
priorities within the firm little distinction is made between say an investment 
in new plant, an extensive outlay on an advertising programme, or the en- 
gagement of half a dozen top-line scientists. Though they are not formally 
recognised as such, each are thought of as ‘‘ investments ” on which a yield 
is hoped for, and a comprehensive formula must cover this. Nevertheless, 
the schedule of alternative choices often falls within a much more limited 
sphere than might be envisaged. Enthusiasm for certain technical advances, 
lack of familiarity with alien processes, the desire to maintain a long tradition 
of pre-eminence in a particular trade, to win the next round against an old 
rival, such things can form inhibiting barriers which circumscribe the field 
within which investment decisions are likely to be taken. 
Jj. A. Scorr 
Manchester. 





A FURTHER COMMENT ON THE 
* TRANSFORMATION PROBLEM ” 


Proressor Dickinson is, of course, right in saying (Economic JOURNAL, 
December 1956, pp. 740-1) that the manner in which the individual 
“prices” are related to the “‘ values” is simply a question of the chosen 
numéraire; although in accusing them of “ pursuing a will-o’-the-wisp ”’ he 
seems to underestimate the extent to which those who have discussed the 
“transformation problem ”’ have appreciated this. (Dr. Sweezy, says so 
explicitly,! and Bortkiewicz implies it, surely.2) But the point he makes is 
worth emphasising, since its implications may not always have been grasped : 
namely, that the essential price-ratios and the rate of profit are dependent 
solely on the characteristics of the initial value-situation (given the con- 
dition that the profit-rate must be equalised) and are not affected by the 
choice of numéraire (as they are unaffected also by whether simple or ex- 
panded reproduction is assumed). Moreover, the rate of profit is dependent 
on the circumstances of the wage-goods sector and of the capital-goods 
sector alone, as Bortkiewicz indicated. In this sense any numerical relation 
between “‘ values”? and “ prices” is purely formal: since the result is 
not affected thereby, so far as the essentials of the problem are concerned, 
there is no virtue in having any particular totals equal in the two situations. 

To the modern ear there may be nothing at all strange in this. But in 
the context of classical thought it is a much more striking result (even 
paradoxical at first sight), since in this context money is itself a commodity 
and the circumstances of its production are a crucial determinant of the 
general price-level. With a commodity-money system it was natural that 


1 Theory of Capitalist Development, pp. 122-3. 
* “Value and Price in the Marxian System,” trans. in International Economic Papers, No. 2, 
pp. 10-11. 
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one should be interested in the process by which a given set of price-ratios 
is established. Professor Dickinson probably does not mean to imply 
that there is no context in which the assumption one makes about money 
can matter. One such context where it does matter is Ricardo’s problem 
of the effect of a change of wages upon prices. What is assumed about the 
conditions of production of gold (whether produced by “‘ unassisted labour ” 
or with average compositions of capital and turnover-periods) will make 
no Cifference to the final result, 7.e., to the effect on profits and on the 
price-ratios of commodities other than gold. But it certainly makes a 
difference to the way in which prices change when wages change (whether 
no prices rise and most fall or some rise and some fall), as is clear from the 
shift of assumption on this point between the first and third editions of 
Ricardo’s Principles. 
M. H. Doss 
Cambridge. 





STABILITY AND GROWTH: A REJOINDER 


In my December 1955 paper in this JouRNAL, I tried to show that the 
stability of the equilibrium rate of growth was dependent upon the length 
of the time unit used in investment planning. Professor A. M. Cartter’s 
comment on it in the December 1956 issue of this JouRNAL has three things 
to say. The first is that what makes my model different from the Harrod- 
Domar model is my distinction between a short-run, non-homogeneous 
consumption function and a long-run, homogeneous one. I agree that 
some autonomous element is needed for stability, and that it does not 
matter whether that element is one of short-run consumption or short-run 
investment. 

Second, Professor Cartter says that if stability is possible only at invest- 
ment planning periods of nine to fifteen years length, then stability has been 
gained at the price of realism. My answer is that while the modern large 
corporation does seem increasingly willing to think in very long terms, we 
know little about these matters; and as long as we do not know what reality 
is like, we do not know what is realistic either. 

Third, Professor Cartter says that unless the consumption function shifts 
exacily so that its autonomous term A(t) rises at the same proportionate 
rate of growth as equilibrium output Y(é), instability will result. More 
specifically, he says, if consumers “‘ overshoot,”’ explosive growth will occur; 
if they undershoot, income will fall towards zero. With all three statements 
I heartily disagree: instability will not result, overshooting will not cause 
explosive growth and undershooting will not cause a fall of income towards 
zero. Unlike Professor Cartter, who made no attempt to show us how he 
derived his answers, I shall set out my own answers as rigorously as I can, s0 
1 Introduction to Vol. I of Works and Correspondence of David Ricardo, ed. Sraffa, pp. xlii-xlv. 
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that the source of our difference of opinion can be located. I propose to 
keep the study of the equilibrium growth path clearly distinguished from 
the study of the stability of that path. 

What is the effect upon the equilibrium rate of growth of relaxing the 
assumption that the ratio between the autonomous term A(t) and the 
equilibrium level of output Y(t) is constant over time? To allow for the 
change of that ratio, y, over time we should write our equations (3c) as: 


(3d) Ty ~I08 Fray mH Ds 


Suspecting that the proportionate equilibrium rate of growth may no 
longer be constant over time, we shall play safe and write the latter g(t), 
thus turning our equation (1) into: 


(1a) Y(t) = [1 + g()]%(¢ — 1) 


Otherwise we shall leave the system as it is. Solve the modified system 
and get this modified version of (II) : 


ou =e 

ai 8) = a+b +90) 1 

Our suspicion is thus confirmed; the proportionate equilibrium rate of 
growth g(t) is no longer expressed purely in terms of parameters as was the 
case in (II). Among its determinants we find y(t), which is changing over 
time. The effect of our modification is, then, that the proportionate 
equilibrium rate of growth will vary over time. More specifically, it will 
vary as follows. If consumers ‘‘ overshoot ”’ in the sense that the autono- 
mous term A(t) of the consumption function rises faster than equilibrium 
output Y(t) or, which is the same thing, if »(¢) is rising over time, then 
according to (IIa), the proportionate equilibrium rate of growth will be 
falling over time. ‘This follows from the fact that rising »(¢) will reduce the 
numerator and increase the denominator of (IIa). Vice versa, if consumers 
undershoot in the sense that A(t) is rising more slowly than Y(t), then y(t) is 
falling over time, and g(t) consequently will be rising over time. 

These results can easily be verified on a graph of the type shown in my 
Fig. 4: a parallel upward shift of the consumption function will reduce 
equilibrium output Y(t), raising y(t) and reducing g(t). Less readily, they 
can also be verified on a graph of the type shown in my Fig. 7. Here, a 
parallel upward shift of the consumption function indicating a higher A(t) 
will raise equilibrium output %(¢). But one can prove that %(t) will rise 
proportionately more than did A(t), and thus »(¢t), the ratio between them, 
has actually fallen. The proofis this. From comparison of similar triangles 
in our new Fig. 8 one can see that 
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or: Y(t) has risen proportionately more than did A(t), so y(t) has fallen. 
Thus our parallel upward shift has reduced y(t) and raised g(t), for Q, lies 
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Our next question is this: What is the effect upon the stability of the 
equilibrium rate of growth of relaxing the assumption that y(t) is constant 
over time? This question is easily answered. Our Figs. 4 and 7 did not 
imply any commitment to any particular growth pattern of the autonomous 
term A(t). In this sense they are quite general and would, consequently, 
illustrate the short-term determination of equilibrium output 7(t) in case 
equations (3d) and (la) above were adopted instead of (3c) and (1), respec- 
tively. The result is that the stability of the system sti/l depends upon the 
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slope of the aggregate demand function. In Fig. 4 that slope is high. In 
Fig. 7, because of the much longer time unit used, that slope is low. In the 
former case equilibrium is unstable, in the latter it is stable. Stability, then, 
does not depend upon the particular growth pattern of the autonomous 
term A(t). 

My results, then, are the exact opposites of those of Professor Cartter. 
Unfortunately, far from clarifying his argument, his footnote on page 740 
obscures it. On my page 621 I had defined “ instability” in its usual 
meaning as follows: ‘‘ Once the system deviates from equilibrium it releases 
forces pulling it even farther away from equilibrium.” In his footnote on 
p. 740, Professor Cartter seems to use the term “stable growth” in the 
meaning of constancy of the proportionate equilibrium rate of growth. This 
is alarmingly different from the usual meaning which I followed. The 
second confusing point is the statement that the divergence between the 
rate of growth of A(t) and Y;,(t) is ‘‘ analogous ”’ to the divergence between 
Harrod’s ‘‘ warranted” and “actual” rates. Nothing could be farther 
from the truth: Both A(t) and %(¢) refer’to an equilibrium growth path 
(like Harrod’s “‘ warranted” rate). That they diverge has no counterpart 
in Harrod’s system. 

Hans Brems 
University of Illinois. 





A NOTE ON “A REVISED THEORY OF EXPECTATIONS ” 3 


In an article published in a recent issue of this JoURNAL,? Professor C. F. 
Carter wrote: ‘‘ It is a logical impossibility to derive a unique ranking by 
compounding two pure rankings, or one ranking and a numerical index.” 
He goes on to criticise Professor G. L. S. Shackle for defining his Stimulus 
Function as a function of utility and potential surprise—both merely ordinal 
criteria—and argues that these must be rendered measurable if Professor 
Shackle’s theory is to be saved. 

The purpose of the present note is to demonstrate that this criticism is 
not well taken. . 

When one says that the stimulus felt by the mind when confronted with 
acertain hypothesis depends upon, or is a function of, the potential surprise 
and the utility associated with that hypothesis, one means that hypotheses 
can be classified according to these three criteria, and that the stimulus class 
to which a given hypothesis belongs can be determined once one knows the 
potential surprise and utility classes to which it belongs. When one goes 
on to say that the stimulus classes are ordered, it means that, among a given 


? This is Journal Paper No. J-3142 of the Iowa Experimental Station, Ames, Iowa, Project 
No. 1200. 
* C, F. Carter, ‘“‘ A Re ised Theory of Expectations,” Economic JouRNAL, December 1953. 
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set of hypotheses, one can always determine the most stimulating.' This is 
all that Professor Shackle wishes to be able to do, and it can be done whether 
utility and potential surprise are cardinal or ordinal concepts, or merely 
determine an unordered set of classes.2 If height were known to depend! 
only on eye colour and skin quality, we could still determine the tallest 
person in a group from mere knowledge of the eye and skin qualities of its 
members. 

There is always a problem in naming classes determined by these 
criteria. Since, however, they are all three ordinal, we can choose to label 
each with a number *—higher numbers going with higher classes. Of 
course, the actual number-names chosen will be largely conventional, 
Within this system each hypothesis can be labelled with three numbers— 
say x, y, Z—representing respectively the utility, potential surprise and 
stimulus classes to which it belongs. In terms of these Professor Shackle 


states that 
SAS cic “hokuncw «he 


Now, if the original numbers were all positive XY = x*, Y = »° and Z = 2; 
would have yielded an equally useful method of naming the classes, for it 
would have left the ordering unchanged. In terms of these we would have: 


XZ = O(X,Y) = 29(VX,V7) 


since this yields z =* = $(x,y). That is, the actual mathematical form of 


the function changes when we change our naming convention. 
In general we could have chosen the new convention such that 


x=f(X),9=8(N),<=Alz) «© - + (2) 
where f, g, A are monotonically increasing functions. 
Having done so we have 


K = O(X,Y) = W[g(f(X), 8(M))]- - - © + 


as the new form of the stimulus function. 

Now Professor Carter’s argument depends on the assumption that the 
mathematical form of the function is the same whatever naming convention 
is followed. Such a requirement is unusual, and would, for instance, mean 
that we could not say that the distance covered by a body falling freely under 
gravity is a function of the time which has elapsed since it was dropped—for 


1 This is not quite true—we might find ourselves seeking the greatest number less than two. 
yg However, the problems are purely mathematical and have nothing to do with the point at issue. 
, 2 He says as much in his article ‘‘ Expectation and Cardinality,”” Economic JouRNAL, July 1956, 
which was published after this note had been submitted. However, his discussion of the point does 
not appear to be complete. 

8 We assume, of course, that the form of the dependence is known. 

4 This assumes that there are enough numbers to go around. This is another mathematical 
problem which has nothing to do with the point at issue. 
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the gravitational constant, which enters into the formula, depends on the 
units of measurement chosen. 

A typical problem would be to maximise the stimulus z = ¢(x,y) subject 
to the constraint that the available hypotheses satisfy the constraint 


p(x,y) = 0 Sewers 
On transformation (4) becomes 
¥(X,Y) =9(f(X),8(1)) =0 . . . - 6) 
To maximise z under the constraint (4) we have 
Bp [dp __ dh [dp (6) 
5x/ 5x — By/ Sy + ee ae 
Now 
BD dB dk yn 36 
8x db Sx dX "8x 


and oF _ dF | dy oe oe Mg 

5x 

with similar formule for the derivatives with respect to Y. 
Substituting in (6) and cancelling, one soon finds 


80 [BY _ 30 [5 = 
oe? ee eee 
which is the condition that Z should be maximised under the constraint (5). 
Since the constraints themselves are obviously identical, we get the same 
results whichever convention we use. That is: the mathematics works, as 
we would expect it to. 
W. M. Gorman 
University of Birmingham and 
Iowa State College. 





NOTE ON THE RATIO OF STAFF TO WAGE-EARNERS 


G. C. Briiino’s article on the “‘ Industrial Pattern and New Zealand’s 
Future ” in the March issue of the Economic JouRNAL quotes my use of the 
trend in the ratio of administrative staff to wage-earners as an added index 
of the growth in the size of factory. A table is then given showing that in 
New Zealand the “‘ ratio ‘staff’ to wage-earners”’ did not rise but fell from 
22-1 to 18-7 between 1928-30 and 1947-51. The heading should have read 
“ratio of staff to a 100 wage-earners”’. But this is a small slip compared 
to the large misunderstanding likely to arise due to comparing data from 
the New Zealand and other Censuses, which include all factories, however 
small, with data from Censuses, like the British, which exclude factories 
employing less than eleven persons. 
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The rise in the ratio of administrative staff to wage-earners is a trend 
observable in almost all countries where the Census is confined to the 
“11+” factories. With the growth in the size of factories, the very 
small factories are declining rapidly in importance. But they contain a 
very high proportion of working proprietors as compared with the larger 
factories. If these very small factories are included, their falling importance 
may well entail a fall in the overall ratio of staff when working proprietors 
are included among staff. In short, the working proprietor (i.¢., the “‘ old- 
type’ entrepreneur working for profit) if in significant numbers, should 
not be lumped together with salaried administrative staff in the ratio; or 
if owing to Census categories he has to to be, authors should warn their 
readers of his presence. 


P. SARGANT FLORENCE 
University of Birmingham. 


CURRENT TOPICS 


Tue Annual General Meeting of the Royal Economic Society was held 
on Thursday July 4 at the London School of Economics. Sir Alexander 
Carr-Saunders was re-elected to the office of President. Sir Sydney Caine 
was elected to the Council in the place of Professor T. S. Ashton; with this 
exception the Council and Officers were elected without change for 1957-58. 
After the formal business a discussion was held on the subject: Is a Wages 
Policy Desirable and Practicable? It was opened by Professor D. T. Jack 
and Mr. B. C. Roberts. 


Tue Secretary reported on the membership and finances as follows: 





| 1956. | 1955. | 1939. | 1914. 





New Fellows and Library Members elected . : * 436 517 490 | 50 

4 Fellows lost by death, resignation or default . 402 482 496 | 33 
Number of Fellows and Library Members on December 31 | 6105 6391 4572 694 
Total Compounders included in above total . ; ‘ 1739 2139 1155 159 
Surplus of Income over Expenditure. é > ; £299 oe 278 
Surplus of Expenditure over Income. ‘ ; : £31 — 38 _ 





The apparent change in the membership was principally ascribable to a 
revision of the methods of computing the membership. 


WE offer our congratulations to Sir Geoffrey Crowther on the conferment 
of the honour of Knight Bachelor in the Birthday Honours List. He has 
been a member of the Council of the Society since 1940. His editorship of 
The Economist from 1938 to 1956 marked a period of great distinction in the 
history of that journal. 
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ProrEssoR J. E. Merape has been elected to the Chair of Political 
Economy in the University of Cambridge in succession to Sir Dennis 
Professor Meade, since his retirement from the Economic 
Section of the Cabinet Office in 1947, has been Professor of Commerce, with 
special reference to international trade, at the London School of Economics. 


Robertson. 


Mr. J. C. Grpert and Mr. D. C. Hague have been elected to Chairs in 
the University of Sheffield. Mr. Gilbert succeeds Professor G. P. Jones as 


Head of the Department. Mr Hague is the first holder of a recently created 





* CURRENT TOPICS 





Newton Chambers Professorship. 


Tue following have been admitted to Life Fellowship of the Society : 


Hurst, H. 
Peters, W. 


Preston, A. Z. 
Richardson, G. B. 


Sanchez, Miss R. B. 


Sivanathan, S. 


Tue following have been admitted to Fellowship of the Society : 


Aboo, S. M. H. 
Achuthan, P. 
Adams, R. J. 
Ansar, J. K. M. 
Ansari, S. S. 
Archer, E. L. 
Babalola, S. O. 
Bandaranayake, W. 
Beveridge, M. C. 
Blaug, M. 
Bodenhorn, D. 
Borkar, M. V. 
Bowick, D. M. 
Breton, A. 

Bunn, W. G. 
Burgess, R. E. 
Cacho, C. P. 
Cameron, R. 
Cannon, G. C. 
Canvin, H. M. 
Cardenzana, J. 
Carpenter, K. 
Carr, R. P. 

Chow, Ben Ken. 
Clark, J. G. 





Clarke, D. R. 
Claydon, D. 
Coleman, A. G. W. 
Corrigan, J. P. 
Cunningham, N. J. 
Curzon, J. G. 
Dalisay, Dr. A. 
Davidson, P. 


Dawkins, Rev. A. A. W. 


Dell, N. R. 
Dynes, Major 
M. H. McL. 
Fahm, S. T. A. 
Ferguson, A. G. 
Flett, L. P. 
Foord, B. G. 
George, D. S. 
Gibson, J. H. 
Gidley, P. T. 
Gilbert, H. C. 
Gill,‘ T. S. 
Goodhew, J. G. 
Gornall, J. M. 
Gupta, V. P. 
Hampton, J. D. 


James, C. W. 
Jasilkowski, W. M. 
Johnson, A. 
Katayama, S. 
Kennedy, P. 

Kini, M. V. 

King, D. W. 
Kolsen, H. 
Krishnan, R. I. 


Lakshmana Rao, K. 


Lall, S. 
Lawrence, D. J. 
Levy, J. 

Lewis, M. J. 
Little, N. K. 
Lizano, E. 
Lloyd, G. A. 
Lorimer, A. 
Magasdi, M. 
Maguire, J. 
Mattei, Dr. F. 
Maxwell, R. 
Mayo, H. E. 
Mazloom, J. S. 
McGrail, J. F. i 
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McKinley, E. W. 
Miller, J. W. 
Mills, J. A. 
Moore, B. A. 
Musgrove, J. J. P. C. 
Mutley, B. 
Narayanan, R. 
Neallani, N. H. 
Neville, J. W. 
Nichols, S. 
Nkansah, E. K. 
Nugent, R. 
Obasuke, P. O. 
Obioma, L. I. 
Okongwu, E. C. 
O'Neill, L. F. 
Ong, Poh Kee. 
Parkinson, J. F. 
Patel, M. R. 
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Phillips, P. D. 
Posner, M. V. 
Preece, J. 
Richards, J. T. G. 
Richlieu-Johnson, 
K. F. 
Ridden, W. 
Rodley, K. C. 
Rose, Miss I. A. 
Roshania, D. R. 
Ross, H. N. 


Rottenberg, Prof. S. 


Saini, V. P. 

Saxena, D. P. 

Scharenguivel, Miss 
M. C. 

Shannon, D. I. 

Silberstein, Prof. E. 

Simmons, J. D. 
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Sinclair, L. D. 
Sinha, S. S. P. 
Small, W. E. 

Smith, J. B. 

Som, Ang How. 
Tanna, R. V. 
Taylor, P. A. S. 
Thackray, J. P. 
Tucker, E. J. L. 
Turgeon, L. 
Waidyasekera, D. D. M. 
Watson, P. J. R. 
Williams, J. 
Williams, Prof. J. W. 
Williams, M. S. 
Wong, Kwok Tung. 
Wong, Miss M. W. 
Yeoman, A. R. 
Young, A. W. 


THE following have been admitted to Library Membership of the Society: 


Bank of Korea, Research Department, Seoul. 


Clive-Douglas & Associates, Melbourne. 


Federacao do Comercio do Estado de Sao Paulo, Brazil. 
Philippine National Bank, Manila. 
Régie Nationale des Usines Renault, Billancourt, France. 
St. Joseph’s College, Indiana. 
Social & Economic Research Department, The University, Glasgow. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society 


Vor. 120, Part 1, 1957. The Replacement Cost of Fixed Assets in British Manufacturing 
Industry in 1955: T. Barna. Measles Periodicity and Community Size: M. S. BARTLETT. 
Ship Wastage Rates: J. R. PARKtnson. The General Form of the Adding-up Criterion: J. L. 
NICHOLSON. 


Applied Statistics 


Vor. VI, No. 1, Marcu 1957. The Scope and Limitations of Econometrics: L. R. Kein. 
The Effect of Obtaining Information from Different Informants on a Family Morbidity Inquiry: 
A. CARTWRIGHT. Linear Programming in Practice: E. Kay and E. Duckworrtn. 
Sampling for Variables with a Very Skew Distribution: R.Tutse. Analysis and Presentation 
of the Results of Factorial Experiments: A. G. Baker. A Problem in Production Control: R. 
CHITTLEBURGH and A. Lee. Use of Regression Analysis to detect Errors in Measurement of 
Intermediate Materials in a Multi-stage Process: W. STANNAGE. Calculating the Standard 
Error of a Proportion: E. F. BRAYER. 


Economica 


Vor. XXIV, No. 94, May 1957. A Theory of Second-hand Markets: A.H. Fox. The 
Relationship between the Size of Joint Stock Companies and the Yield of their Shares: E. V. 
Morcan and C. Taytor. The Dispute in the British Engineering Industry, 1897-98: An 
Evaluation: R.O.Ciarxe. Changes in the Distribution of Higher Incomes: R. G. D. ALLEN. 
Some Strange *‘ Marriages’? between the Income—Expenditure Lag and Variable Prices: J. SpRAOS. 


Review of Economic Studies 


Vo. XXIV, No. 64, Fespruary 1957. A Dynamic Approach to the Theory of Consumer 
Demand: J. S. GRAMER. A Note on Entrepreneurial Behaviour: J. P. Netty. Speculation 
and the Rate of Interest: J. BLack and A. E. De Jasay. Liquidity Preference and Loanable 
Funds: H. Rost. The Falling Rate of Profit in Marxian Economics: H. D. Dicxtnson. 
Constancy of the Proportionate Equilibrium Rate of Growth: Result or Assumption?: H. Brems. 
Cost and Demand Elements in the Inflationary Process: J. D. PrrcHForp. 


The Journal of Industrial Economics 


Vot. V, No. 2, Marcu 1957. The Reward for Risk-bearing by Shareholders in Large Com- 
panies: P. SARGANT FLorenceE. The Costing of Investment Decisions: K. P. Norris. 
Price Determination in the Western Canadian Garment Industry: W. Lazer. A Note on the 
Concept of Stock: J. L. Mery. 


Bulletin of the Oxford University Institute of Statistics 


Vor. 19, No. 1, Fepruary 1957. Sir Arthur Lyon Bowley. The Free Trade Proposals: The 
Implications of the Proposed European Free Area: J. Buack; The Criteria of Economic Advan- 
tage: H. G. Jounson ; Liberalization or Constructive Organization: T. BALOGH; Common 
Market in Perspective: R. F. HARRop; Stocks and Quantitative Restrictions: J. R. SARGENT ; 
A Positive Contribution?: R. F. KAHN; Conclusion: G. D. N. Worswick. Changes in the 
Soviet Population: A. Nove and J. A. Newru. Sampling Errors in the Savings Surveys: 
L. R. Kien and P. VANDOME. 


The Economic History Review 


Vot. IX, No. 3, Apri 1957. Paper Money—A Cycle in Cathay: G. Tuttocx. The Norse 
Traffic with Iceland: G.J. Marcus. The Medieval Household: Large or Small?: J. KRAusE. 
The Finances of an Elizabethan Nobleman: Henry Percy, Ninth Earl of Northumberland: A. R. 
BatHo. Contemporary Estimates of National Income in the Second Half of the Nineteenth 
Century: P. DEANE. 
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International Affairs 


Vou. 33, No. 2, Aprit 1957. Austria after the Hungarian Rising: J. MusuLin. Antarctic 
Prospect: G. CG. L. BertRAM. Partnership in Central Africa: I: P. Mason. Politics and 
United States Foreign Policy: D. W. BRoGAn. Communist Ideology in China: G. F. Hunsoy, 


Soviet Studies 


Vot. VIII, No. 4, Aprit 1957. Lenin on Equality and the Webbs on Lenin: S. Dosrin. 4 
Note on the Fulfilment of the Five-year Plan in Industry: G. Grossman. Rational Prices and 
Marginal Costs in Soviet-type Economies: J. M. Montias. Halfway House: R. ScHLESINGER, 


‘ The British Journal of Sociology 
Vor. VIII, No. 1, Marcu 1957. The Independent Members of British Wages Councils: F. J. 
Bayuiss. Social Class and the Ranking of Occupations: C. J. Apcock and L. B. Brows, 
Intelligence Tests, and Selection for Secondary Schools: J. FLoup and A. H. Hatsey. A. F, 
Bentley’s Inquiries into the Behavioural Sciences: S. Ratner. The State and the Child in 
Sixteenth-century England: I. Pincupeck. Women’s Two Roles: O. BANks. 


Population Studies 


Voi. X, No. 3, Marcu 1957. A Fertility Survey in the Maltese Islands: D. SEERs. The 
Population of Tikopia, 1929 and 1952: W. D. Borrir, R. Firtu and J. Spiciius. A Sung 
of Population in an Area of Worcestershire from 1660-1850 on the Basis of Parish Records: D.E.C. 
Everstey. The Scope of Local Authority Health Services for Old People: J. HAJNAL. Increase: 
in Recent Mortality Rates at High Ages: S. W. Carrin. Production Functions and Population 
Theory: A. T. PEAcocK. 


Accounting Research 


Vo. 8, No. 2, Apriz 1957. The Taxation of Capital Gains in the United States: A. R. 
Itersic. The Financial Organisation of a Company in the Seventeenth Century: J. K. Horst- 
FIELD. Local Taxation in Western Germany: II: H. B. Markus. Accounting Conventions, 
Pricing Policies and the Trade Cycle: J. McB. GRANT and R. L. MATHEws. 


Journal of the Institute of Actuaries 


Vot. 82, Part III, No. 362, 1956. Modern Population Trends and Problems: B. BENJAMIN, 
P. R. Cox and F. A. A. MENzLER. Investment Policy and Index Numbers: H. W. Hay- 
cocks. The Recent Trend of Mortality in Great Britain: W.S. Hocxinc. 


The Farm Economist 


Vor. VIII, No. 7, 1956. The Short-term Behaviour of Distributive Margins on Fruit and 
Vegetables: G.R. ALLEN. Some Farm Experiments in the Use of Resources: An Application of 
Marginal Analysis: A. H. MAUNDER. Some Considerations Bearing on Marginal Agricultural 
Areas and the Theory of Trade: M. CHtsHoim. 

Vot. VIII, No. 8, 1956. Technical Developments in the Processing of Poultry: J. C. Axsort. 
Some Economic Aspects of Farmers’ Seasonal Credit Needs: A. HARRIson. A Review of Some 
Proposals for Land Nationalization in Great Britain: S. St. A. CLark. 


The Banker 


Vor. 107, No. 375, Aprit 1957. Put Sterling First. Investment in Industry—Has Britain 
Lagged?: T. Barna. New Drive for Latin America. How European Industry Gets its Financ. 
Welsh Industry Rides Disinflation: E. V. Morcan. 

Vot. 107, No. 376, May 1957. No Retreat from Disinflation. Three Economic Surveys. The 
New Defence Policy: J. Hucues-Hattetr. Building Societies’ Troubled Year: J. MARvIN. 
America’s Changing Banking Scene: II: The Commercial Banks: J.S.G. Wrttson. Scotland 
—A Financial and Industrial Survey: Waiting for a Credit Thaw: F.S. Taytor; Scottish 

* Industry after Suez: J. SHERRET; Fitting the Clyde for Super-tankers. Bank Balance Sheets 

Analysed. 
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The Bankers’ Magazine 


VoL. CLXXXIII, No. 1357, Aprit 1957. Electronics in Banking: R. Hine. Changes in 
Lombard Street: A. Rupp. Ghana’s Finances: A. HazLewoop. War Finance: R. F. 
Harrop. The United Nations’ Technical Assistance Programme. 

VoL. CLXXXIII, No. 1358, May 1957. Domestic Activity and External Balance: R. F. 
Harrop. The British Balance of Payments, 1956-57. A Cautious Budget? New Sources of 
Local Revenue: I. GowAn. 


Barclays Bank Review 


Vot. XXXII, No. 2, May 1957. The Role of Gold in World Payments. Monetary Stability 
and Economic Expansion. The Canadian Future. 


Lloyds Bank Review 


No. 44, Aprit 1957. Towards a Rational Wages Structure: B. G. RoBerts. Agriculture and 
the European Plan: E. M.H. Lioyp. The Economist in Whitehall: I. M. D. Lrrrie. 


Midland Bank Review 
May 1957. Monetary Survey, 1956-7. The Ministry of Agriculture, Fisheries and Food. 


National Provincial Bank Review 
No. 38, May 1957. The Gas Industry: Str H. Smrru. Management and Organisation: E. E. 
BUTTEN. 
Westminster Bank Review 


May 1957. The Future of Savings: G. ScHwartz. Wages in the Post War World: Lapy 
Wituiams. Costing a New Farm Enterprise: F. G. Sturrock. 


Planning 


Vot. XXIII, No. 409, Aprit 1957. Britain and Commonwealth Migration. 
Vo. XXIII, No. 410, May 1957. Transatlantic Travel. 


Town and Country Planning 

Vot. XXV, No. 4, Apri 1957. A New Approach to Workers’ Housing: L. Mumrorp. 
Planning and Local Government: D. Senior. JIsrael’s Housing and New Towns: Lorp 
Smxin. Industries in a Rural Area: J. V. Aucotr. 

Vor. XXV, No. 5, May 1957. The Redevelopment of Birmingham: J. Norris. The Man- 
chester Conurbation: T. W. FREEMAN. The Cost of ‘‘ Saving’ Land: J. N. JACKson. 

Voc. XXV, No. 6, June 1957. New Town Density Standards: F. J. OsBorn. Space 
Standards for New Towns: L. B. Kersie. Dispersal in the Manchester Region. Planning 
for Shopping. 

The Journal of the Institute of Transport 

Vor. 27, No. 4, May 1957. Some Problems and Practices of the Parcels Carrier: R. L. FARMER. 
The Economics of Speed: Lorp Douctas or KirTLesipE. Public Relations and Publicity in 
Transport: J. H. BREBNER. 


Cartel 


Vor. 7, No. 1, JANUARY 1957. Consumer Organisations—An International Conference?: C. E. 
Warne. E.C.S.C. and Cartels: I: H. Rresen. Price and Performance in Swedish Trade: 
H. Nitsson. A Note on Advertising Expenditure: F. Knox. 


Statistical and Economic Review (The United Africa Company) 
No. 19, Marcu 1957. Port Capacity and Shipping Turnround in West Africa. 


Hard Fibres 
No. 24, Marcu 1957. World Situation. 1956 in Retrospect and Prospects for 1957. 
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The South African Journal of Economics 
Vot. 25, No. 1, Marcu 1957. Some Current International Economic Problems: D. T. Jacx. 
Die plek van plaaslike bestuursliggame in die ekonomiese lewe van die unie: D. G. FRANZSEN. A 
Review of the Board of Trade and Industries Report on the Printing Industry: R. Horowrrz, 
The Co-operative Movement in the Federation of Rhodesia and Nyasaland: J. H. West. 


The Indian Economic Journal 


Vot. IV, No. 3, JAnuARY 1957. The Tools of Planning: S. K. Muranjan. The Effects of 
Adverse Income Terms of Trade on the Secular Growth of Underdeveloped Countries: F. A. MEuta, 
Some Difficulties in the Application of International Trade Theory to Rural Urban Relationships: 
D. T. LakpAwALa. Application of Statistics to Some Problems of Sales Tax: S..R. SARKAR. 


Sankhya 

Vout. 17, Part 3, DECEMBER 1956. Almost Unbiassed Estimates of Functions of Frequencies: 
J. B.S. Hatpane. Sufficient Statistics in Elementary Distribution Theory: R. N. Hoce and 
A. T. Craic. Sufficient Statistics and Orthogonal Parameters: V.S. HuzurRBAzar. A Note 
on the Multivariate Extension of Some Theorems related to the Univariate Normal Distribution: 
D. Basu. The Survey Research Centre of the Central Bureau of Statistics, Sweden: T. DALENts, 
Ragnar Frisch on the Factor Cost Concept of National Income: H. Ezexte.; A Rejoinder: R, 
FRISCH. 

The National Bank of India Review 

Vou. 3, No. 2, Aprit 1957. A New Chapter in Overseas Banking. India’s Balance of Payments 

Deficit. 
The Tata Quarterly 


Vout. XII, No. 1, January 1957. Freight Pool for Regional Development. Economic and 
Financial Review, October-December 1956. 


Population Review 
Vor. 1, No. 1, JANUARY 1957. Family Planning and National Planning: R. A. GoPALASWAM. 
An Approach to Population Policy in Asia: S. Kirsy. Population Growth and Housing Needs 
in India: S. GHANDRASEKHAR. A Family Planning Study as a Part of a Comprehensive Health 
Survey in a Rural Area: L. R. Aten. The Chettiars in Burma: An Economic Survey: A. 
MASTERS. 
Pakistan Economic Journal 


Vot. VI, No. 3, SEPTEMBER 1956. Investment in Development Projects: G.O.GuTMAN. The 
Production and Marketing of Jute: H. RAHMAN. Recent Trends in the Theory of International 
Investment: N. stam. Rural Credit in Pakistan: A. Aziz Kuan. Special Conference of 
East Pakistan Economists on the Draft Five Year Plan: Zan Husain. 


The Ceylon Economist 


Vot. 3, No. 3, NovEMBER 1956. JIndustrialization of Ceylon: Opinions and Policies 1916-195]: 
H. M. Ottver. Instability of Primary Product Prices: C. SuRryYAKUMARAN. Development 
of Legislative Councils of Ceylon: W. J. F. LaBrooy. 


International Financial Statistics 


Vot. X, No. 3, Marcu 1957. New tables and notes for Greece. 
Vou. X, No. 4, Aprit 1957. Usual statistical material. 
Vox. X, No. 5, May 1957. New tables and notes for Ethiopia. 


International Monetary Fund Staff Papers 


Vot. V, No. 3, Fepruary 1957. Recent Developments in Monetary Analysis: Method of 
Monetary Analysis Used by De Nederlandsche Bank: M. W.Hottrop; Monetary Analysis in 
Italy: P. Barri; Federal Reserve Flow-of-Funds Accounts: R. A. Younc ; Monetary Analyses: 
E. Hicxs, G. S. Dorrance and G. R. AuBANEL. Special Tax Measures to Restrain Invest- 
ment: R. Goope. An Experiment with a Flexible Exchange Rate System: The Case of Peru, 
1950-54: S.C. Tstanc. The Cost of a Foreign Exchange Standard or of the Use of a Foreign 
Currency as the Circulating Medium: E. A. BrrnBaum. 








1957. 


VoL. 
Pro 
Ger 
Ba: 


Nui 
Pro, 


Vou. X 
Anal, 











Fa” 


ee 
nd 
ote 
m: 
US. 


MI. 
eds 
alth 


The 
mal 


: of 


5]: 


nent 


d of 
is in 
ses: 
vest- 


reign 





7 Hes. 





RECENT PERIODICALS AND NEW BOOKS 





1957] 


International Labour Review 


Vo. LXXV, No. 3, Marcu 1957. Freer Trade and Social Welfare: Some Marginal 
Comments on the *‘ Ohlin Report’’: M. A. Hemrperin. Social Effects of the Oil Industry in 
rag: E. A. Kincu. Family Allowances in Canada: J. W. WiLLarp. 

Vou. LXXV, No. 4, Aprit 1957. An JI.L.O. Experiment in Labour Administration: R. Rocu. 
Trade Unions and Young Workers in Great Britain: J. V. G. Wray. Vocational Guidance in 
the Federal Republic of Germany: W. Stets. 

Vo. LXXV, No. 5, May 1957. Labour Relations in the United States Textile Industry: S. 
BARKIN. Impressions of a Mission to Some French Undertakings: J. p—E Givry. The ‘* Labour 
Foundation ”’ in the Netherlands: P. S. Pets. 


Econometrica 


Vor. 25, No. 1, JANUARY 1957. Economic Fluctuations and Growth: A. Smiruirs. Assignment 
Problems and the Location of Economic Activities: T. G@. Koopmans and M. BeckMANN. A 
Generalized Classical Method of Linear Estimation of Coefficients of a Structural Equation: R. L. 
BasMANN. On the Solution of Discrete Programming Problems: H. M. Marxowrirz and 
A. S. MANNE. Linear Aggregation in Input-Output Analysis: H. Tourer. A New Index 
Number Formula: G. Stuver. Nonlinear Power of Adjacent Extreme Point Methods in Linear 
Programming: A. CHARNES and W. W. Cooper. Power Series Inversion of the Leontief 
Matrix: W. J. BERGER and E. Sarpei. Note on the Rational Selection of Decision Functions : 
H. Uzawa. 
Public Finance 


Vor. XI, No. 3, 1956. Essai de Détermination de l’Action des Dépenses Publiques sur la Con- 
joncture: F. Visine. Budgetary Position of the Government of India since Independence: M. S. 
BuaTiA. Le Probléme des Investissements: M. Poxti. Political Economy of the Public Debt: 
J. GoTTLies. 

Vor. XI, No. 4, 1956. On National Tax Realities and International Tax Comparisons: E. 
ALEXANDER-Katz. Etude Comparative des Structures Budgetaires Britanniques et Frangaises : 
V. RougueT LA GarRRIGUE. Income Tax Exemptions and Accelerated Depreciation: A. Morac. 
The Idea of ** Built-in Flexibility,’’ 1837-1860: P. B. TREscotr. 


Kyklos 

Vor. X, No. 2, 1957. F. A. Schumpeter and Scholastic Economics: R. DE ROovER. A Note on 
Public Opinion Research in Social Studies: F. Zwe1c. Die Genossenschaft im Wandel: Versuch 
einer Typologie: R. HENzLER. The Role of Empathy in Science: Measurement and Control: 
C. ZeELeEzNiK. Military Entrepreneurship and the Credit System in the 16th and 17th Centuries: 
F, Repiicn. Ideologische Elemente im ékonomischen Denken: Logische und soziologische 
Aspekte der Ideologiekritik: H. ALBERT. 


The American Economic Review 


Yo. XLVII, No. 1, Marcu 1957. Economics and Public Policy: E. E. Wrrte. The Simple 
Analytics of Welfare Maximization: F. M. Bator. Antitrust and the Classic Model: S. 
PETERSON. Interest Rates and Fixed Investment: F. GEHRELS and S. Wiccins. Growth and 
Canada’s Balance of Payments: J. CG. INGRam. Input-Output Coefficients and Product Quality : 
H. Brems. 


The Annals of the American Academy of Political and Social Science 


You. 310, Marcu 1957. Current Issues in International Labor Relations. 
Yon. 311, May 1957. American Indians and American Life. 


The Quarterly Journal of Economics 


‘on. LXXI, No. 1, Fepruary 1957. Economic Science only—or Political Economy?: O. H. 
Taytor. Speculations on Population Growth and Economic Development: S. ENke. Monetary- 
Fiscal Policy and Economic Growth: W. L. Smrru. Investment Criteria for Economic Develop- 
ment and the Theory of Intertemporal Welfare Economics: O. Ecxstetn. On Capital Produc- 
tivity, Input Allocation and Growth: F. M. Bator. Ricardo’s Transfer-mechanism Theory: 
W.E. Mason. The Coexistence of Large and Small Firms: A Study of the Italian Mechanical 
hdustries: S. H. Weutsz. Effectiveness of ‘‘ Eniry”’ by Already Established Firms: H. H. 
The Cobweb Theorem: A Reconsideration: G. AKERMAN. 
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The Journal of Political Economy 


Vor. LXV, No. 1, Fesruary 1957. Perfect Competition, Historically Contemplated: G, J, 
STicLeR. The Effectiveness of Monetary Policy: Recent British Experience: W. L. Smrru and 
R. F. MiKesEty. Convex Indifference Curves and Diminishing Marginal Utility: W. M. 
Gorman. On Measuring Economic Growth: G. W. Nutter. A Statistical Illusion in 
Judging Keynesian Models: M. FRtEpMAN and G. S. Becker. Multipliers and Elasticities ip 
Foreign-trade Adjustments: F. GEHRELS.  _ 

Voi. LXV, No. 2, Apri. 1957. The Theory of Underemployment in Backward Economies: ¥, 
LiEBENSTEIN. The Wealth of Nations in Spain and Hispanic America, 1780-1830: R. §, 
SmitH. The Slowdown as a Union Tactic: R.S. HAMMETT, J. SEIDMAN and J. LoNDon. Ap 
Economic Theory of Political Action in a Democracy: A. Downs. 


The Review of Economics and Statistics 

VoL. XXXIX, No. 1, Fepruary 1957. The Redistributional Effects of Inflation: G. L. Bacn 
and A. Anno. The Effective Rate of Real Estate Taxation: An Empirical Investigation: E. §. 
Maynes and J. N. Morcan. Elasticity of Demand for Canadian Exports: V.W. Matacn. 
Monetary Policy and Economic Change: CG. R. WuitTLesey. Federal Reserve Board Committ: 
Reports on Consumer Expectations and Savings Statistics: G. Katona. Analysis of Life 
Insurance Premiums: M. E. Krernin, J. B. Lansinc and J. N. Morcan. Competitive Pn 
Leadership: A Critique of Price Leadership Models: R. F. Lanzitiorti. British Exports 
the United States, 1948-1955: R. Hurr. Price Competition between India, Japan and the U.K. 
in the Indian Cotton Textile Market during the Nineteen-thirties: F. A. MEHTA. Turnover ant 
Growth of the Largest Industrial Firms, 1906-1950: S. FRIEDLAND. 


The Southern Economic Journal 


Voi. XXIII, No. 4, Aprit 1957. The Development of Centralized Exporting in Danish Agr- 
culture: J. C. Murpuy. A Unified Treatment of Bargaining Theory: H. M. WAGNER. An 
Integrated Approach to the Transportation Problem: L. J. Metron. Southern Economic 
Development, 1955-1965: A Look Ahead: J. L. Futmer. Selective Excises and the Federal 
Tax Structure: A. A. Rozentat. The Disciplines of Economics and Business: C. E. Pun- 
BROOK. 


The Journal of Economic History 


VoL. XVII, No. 1, Marcu 1957. Profits and the Frontier Land Speculator: A. and M. Bosue. 
Reflections on the History of the French and American Labor Movements: V. R. Lorww. 
Money and Politics in the Rebuilding of Paris, 1860-1870: D.H. Pinxney. The Molasses Act 
and the Market Strategy of the British Sugar Planters: R. B. SHERIDAN. 


Journal of the American Statistical Association 


Vou. 52, No. 277, Marcu 1957. Statistical Frontiers: G. M. Cox. A Short-cut Graphic 
Method for Fitting the Best Straight Line to a Series of Points According to the Criterion of Least 
Squares: S. 1. Askovrrz. Rapid Analysis of 2 x 2 Tables: I. D. J. Bross and E. L. 
Kasten. A Note on the Effects of Nonresponse on Surveys: K. A. BROWNLEE. A Modification 
of Kendall’s Tau for the Case of Arbitrary Ties in Both Rankings: L.M. Apier. Two Con- 
fidence Intervals for the Ratio of Two Probabilities and Some Measures of Effectiveness: G. E. 
NoETHER. A Systematic Method of Finding Defining Contrasts: C. Hottoway. On the 
Independence of Tests of Randomness and Other Hypotheses: 1. R. SAVAGE. 


Industrial and Labor Relations Review 


Vor. 10, No. 3, Aprit 1957. The Massachusetts Choice-of-Procedures Approach to Emergent) 
Disputes: G. P. Scuuttz. Reflections on Collective Bargaining in Britain and Sweden: R. A. 
Lester. A Structural Model of the U.S. Labor Market: O. W. Puexps. Bargaining Unit 
and Labor Organization in Italy: G. Grunt. Social Structure, Trade Unionism, and Consume 
Cooperation: W. M. Evan. 
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Review of Social Economy 
Vou. XV, No. 1, Marcu 1957. Ethos Patterns in a Competitive Society: C. A. Zepot. The 
Role of Marginal Ethos in the Rise of a Pluralistic Soctety: R. E. Mutcany. Marginal 
Ethos and the Just Price: R. J. McEwen. The Ethos Problem in the Present Pluralistic 
Society: G. A. BrIEFs. 


Explorations in Entrepreneurial History 


Vor. 9, No. 3, FEBRUARY 1957. The Channels of Distribution for an Innovation: The Sewing 
Machine Industry in America, 1860-1865: A. B. JAck. American Entrepreneurs in the Nine- 
teenth-century Philippines: B. LEGARDA. Some Neglected Aspects of Sixteenth-century Economic 
Thought: CG. T. Morris. 


Land Economics 


Vor. XXXIII, No. 1, Fepruary 1957. Role of the Courts in Public Utility Regulation as 
Exemplified in Oregon: R. C. Horeser. Equalization of Property Taxes in an Urban—Rural 
Area: A. J. WALRATH. Farm Output Under Fixed Rents and Share Tenancy: C. Issawt. 
Interspatial Relationships Affecting Air Travel: S. B. Ricumonp. Land Utilization and Agri- 
culture in an Indian Village: P. P. Karan. Utilization of Waste Swamplands for Wild Rice 
Production: C. H. Sroppart. Enumeration Time and Costs for Land Market Surveys, 
Oklahoma: 1949-1952: R. L. Tontz, H. E. Wickes and C. C. Caste. Growth Control: 
A Proposal for Handling Scattered Metropolitan Development: H. W. HALLMAN. 


Economic Geography 


Vo. 33, No. 2, Aprit 1957. Some Characteristics of the Population of Cities in Similar Service 
Classifications: H.J. Newson. The Agricultural Regions of Tasmania: A Statistical Definition: 
P.Scorr. Observations on Land Use in Iraq: D. H. Davies. Commerce of the Sault Canals: 
A. G. BALLERT. Lorraine and the Ruhr: N. J. G. Pounps. The Retail Potential of Some 
Representative New Zealand Towns: L. L. Pownauy. Recovery of the Sugar Industry in 
Indonesia: D. W. FRYER. 


Foreign Affairs 
Vor. 35, No. 3, Aprit 1957. Strategy and Organization: H. A. Kisstncer. Parliaments, 
Priests and Prophets: A.S. BoxuArt. Britain’s Imperial Legacy: B. W. Jackson. Political 
Stability and Democracy in Pakistan: H.S. SunRAwARDyY. Issues in International Oil Policy: 
W. J. Levy. Unbinding the Polish Economy: J. M. Montias. 


The Journal of Accountancy 


Vor. 103, No. 3, Marcu 1957. Ethics in Management Services: 1. N. FRisBEE. Government 
Accounting. Business Separations: W. Powe... 

Vor. 103, No. 4, Aprit 1957. Business Combinations: G. O. May. Statistical Sampling: 
R. M. Truestoop. Allocation of Income Taxes: H. J. SHED. 

Vor. 103, No. 5, May 1957. Church Accounting: L. E. Larson. A Broader View of Internal 
Control: P. Grapy. Small Loan Company Audits: R.R.Hupson. Intangibles in Combina- 
tions: W. W. WERNTZ. Accounting and Economic Concepts: N. M. Beprorp. 


Revue d’ Economie Politique 


Vor. 67, No. 2, Marcu—Aprit 1957. Albert Aftalion, 1874-1956: H.Gurrron. Les deux 
aspects de la dynamique des structures: A. Pretrre. Les Etats-Unis, banquiers du monde?: R. 
Mossé. L’CEuvre d’Adolphe Landry: B. Ducros. Les programmes linéaires stochastiques : 
G. TINTNER. 


Revue Economique 


Vor. VIII, No. 1, January 1957. La maximation de la croissance économique: C. BETTEL- 
HEM. JIntégration de la comptabilité publique dans la comptabilité nationale: J. R. BOUDEVILLE. 
De l'Union européenne de Paiements a la convertibilité monétaire: H. K. von MANGOLDT- 
Rerwoipt. Centralisation industrielle et expérience stalinienne: S. WicKHAM. 

Vor. VIII, No. 2, Marcu 1957. Influence des groupes d’intérét: J. MeyNaup. Quasi- 
intégration et réle des sous-traitants dans V’industrie: J. Housstaux. Transferts sociaux et 
pyramide des revenus salariaux: J. Vincens. Agriculture et développ t && ique : 
PaRENT. Ford et Renault de leurs débuts a 1914: J. WouFr. 
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Revue de Science Financiére 


Voi. XLIX, No. 2, Aprit—JuNE 1957. Finances comparées: M.Cxtuseau. Critéres d’un bon 
impét: révision d’un vieux probléme: C. L. Harriss. L’economiste dans la littérature: A. T. 
Peacock. La constitution de la ‘‘ Société Financiére Internationale’’: R. Roux. Effets 
économiques, financiers et psychologiques d’une politique de détaxation des investissements: P, 
FONTANEAU. Liintensité des pressions inflationnistes dans V’économie sous-développée: J, 
DELIVANIS. 

Population 


Vor. 12, No. 1, JANUARY—Marcu 1957. Evolution récente en France et dans le monde: A. 
Sauvy. La population agricole en France: structure actuelle et prévisions jusqu’en 1966: R. 
PressAT. Niveau de vie et répartition professionnelle: enquéte sur l’information et les attitudes dy 
public: A. Grrarp and H. Bastipe. Les progrés de l’instruction élémentaire de Louis XIV 4 
Napoléon III; M. Fieury and P. Vatmary. La population totale et la population active de la 
Turquie d’aprés les recensements: H. Cittov. Problémes d’adaptation dans le cas de migrations 
intérieures: Un exemple en Espagne: R. DuOcASTELLA, 


Annales de Recherches et de Documentation sur la Consommation 


Vot. 2, No. 4, OcroBER-DECEMBER 1956. Analyse de la Consommation de Biére en France de 
1920 a 1956. La Consommation de Viandes et de Produits Laitiers en France. 


Bulletin de V Institut de Recherches Economiques et Sociales 

Voi. XXIII, No. 2, Marcu 1957. L’introduction du mais hybride dit ‘* laiteux ’’ dans le cycle 
d’assolement: aspects économiques de la question: L. DUQUESNE DE LA VINELLE. Les limites 
physiques de la production de subsistance: P. LeurQutn. L’actif mobilier des habitants des sous- 
chefferies Kigoma (Ruanda) et Nyangwa (Urundi): P. Leurgquin. Le créditimmobilier en 
Belgique de 1802 4 1954: P. TecHeur. Les marchés monétaires belges: un projet de réforme: 
A. KERVYN DE LETTENHOVE. 

Voi. XXIII, No. 3, May 1957. La conjoncture économique de la Belgique: L. DuQuesne DE 


LA VINELLE. 


Annales de Sciences Economiques Appliquées 


Vor. 14, No. 5, DecemBer 1956. La direction des entreprises et la comptabilité industrielle en 
Europe Occidentale: E. J. Mann. Les voting trust certificates: M.Gosietr. Le contréle de 
gestion et son application dans l’entreprise: R. Kurz. Aspects économiques et financiers des ventes 
a tempérament: P. VERHOOSEL, 


Cahiers Economiques du Service d’ Etudes 
No. 17, 1957. L’Economie Luxembourgeoise en 1956. 


Schmollers Fahrbuch 
Vout. 77, No. 2, 1957. Die wirtschaftsethischen Verhaltensweisen: A. TAUTSCHER. Auto- 
mation als technisches und soziales Problem: G. RemmMuinc. Besonderheiten in der Entwicklung 
des ésterreichischen Bankwesens: E. MARz. 


Jahrbiicher fiir Nationalokonomie und Statistik 


Vou. 169, No. 1, Marcu 1957. Die verddchtigung der exakten Wirtschaftstheorie: G. Kane. 
Die Industrialisierung léndlicher Gebiete: FE. EGNER. 


Wirtschaft und Statistik 


Vo. 9, No. 3, Marcu 1957. Die Neuberechnung des Sozialprodukts fiir die Bundesrepublik 
Deutschland: H. Barters, K. H. Raas and O. ScuHOrry. 

Vo. 9, No. 4, Aprit 1957. Stérungen der kurz fristigen Wirtschaftsbeobachtung durch jahres- 
zeitliche und andere wiederkehrende Einfliisse: G. First and H. Spiker. Der Mikrozensus 

als neues Instrument zur Erfassung sozialikonomischer Tatbesténde: L. HERBERGER. 
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Wirtschaftdienst (in German with English Airmail Digest) 

Vor. 36, No. 11, NovemBer 1956. The Federal Republic’s Trade Relations with Hongkong. 
The West and Trade with China: M. Brent. The Federal Republic’s Supplies of Rice: W. v. 
TirpiTz-IRSCHENHAUSEN. Should Germany Increase her Capital Exports? 

Vor. 36, No. 12, DEcEmBER 1956. What do you Think of Investment Saving? Problems of 
Exchange Rates and Prices: H. MEINHOLD. 

Vor. 37, No. 1, JANuaRY 1957. More German Participation in International Organizations: 
C. KAPFERER. Suez and Hungary: German Views on European Prospects. Détente in Europe: 
The Return of the Saar: L. DiscHteR. Development Plans in Perspective: H. GiksEcKE. 

Vou. 37, No. 2, Fesruary 1957. The Common Market: Confidence and Reservations. The 
Economic Development of the Federal Republic in 1956: W.von GoLowatscHEFF. The Problem 
of Processing and Manufacturing by the Wholesale Trade under the Present System of Assessment 
for Turnover Tax: H. Nacer. Problems of a General Theory of Economic Development for 
Underdeveloped Areas: CG. M. TE1cHert. The Setting up of Trade Unions in Development 
Areas: P. Haupr. 

Vor. 37, No. 3, Marcu 1957. The Financing of German—Egyptian Trade: H. von Scuut- 
MANN. Hamburg as a Banking Centre: B. WetnsTEIN. West German Foreign Trade with 
Egypt and the Arab Countries: W.Scuiote. The Role of the German Engineering Industry in 
the Economic Development of the Arabian Countries: J. FURSTENAU. 


Keitschrift fiir die Gesamte Staatswissenschaft 


Vor. 113, No. 2, 1957. Modellbetrachtungen in der Wirtschaft: R. Henn. Uber einige 
Zwangslaufigkeiten der Vermégensverteilung in der Marktwirtschaft: K. Lrrrmann. Wirt- 
schaftstheorie von heute in Grossbritannien: J. GC. GitBeERT. Der Unternehmer als Urheber der 
Beschaftigung: M. Krovi. Gestaltwandel des Mittelstandes: H. Kiutu. Werttheoretische 
Studien: W. Sauer. Liberalismus und Grundgesetz: W.'THtemMe. Das Problem der Demo- 
kratie bei den amertkanischen Verfassungsvatern: G. Dretze. Universitdtsvertretung im britischen 
Unterhaus, 1603-1950: T. OpPpERMANN. Besonderer staatlicher Schutz von Ehe und Familie 
und zeitlicher Vorrang der standesamtlichen Eheschliessung: E. KUCHENHOFF. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 1, 1957. Zur konjunkturellen Situation: Internationaler Uberblick: 1. RrEcKENBERG ; West- 
deutschland: H. MARTELL; Vereinigte Staaten von Amerika: I. RIECKENBERG; Grossbritan- 
nien: M. TEscHNER. Volkswirtschaftliche Gesamtrechnung einschl. Geldvermégensrechnung fiir 
die Bundesrepublik: Viertes Quartal 1956: F. Grtnic. Die Investitionstdtigkeit der west- 
deutschen Industrie seit 1948 im konjunkturellen Verlauf: R. KRENGEL. Die westdeutschen 
Kreditinstitute als Kaufer von Wertpapieren: R. Pou. 


Weltwirtschaftliches Archiv 


Voi. 78, No. 1, 1957. Das Budget und dei Multiplikatoren: H. Brems. Central Bank Policy 
in the Light of Recent American Experience: C. R. Wuirrtesey. A Program for Entre- 
preneurial Research: F. Repiicu. International and Interpersonal Division of Labor: M. J. 
BECKMANN. The Poverty of Nations: G. M. Meter. Enrlduterungen zum ‘* Expansionsmulti- 
plikators’’: H. P. Eoutraz. 


Allgemeines Statistisches Archiv 
Vor. 40, No. 3, 1956. Die Statistik in der wissenschaftlichen Betriebsfiihrung: A. ADAM. 
Uber die Bestimmung sachlicher und regionaler Untergliederungen in den Bundesstatistiken: W. 
Htrner. Beitrag der Finanzstatistik zur regionalen Strukturforschung: M. Pescutow. Das 
Nettoprinzip in der deutschen Industriestatistik: K. WERNER. Warum steigt die Sexualproportion 
in Kriegs- und unmittelbaren Nachkriegsjahren?: R. v. UNGERN-STERNBERG and J. FILser. 
Kur Frage kurz fristiger Wirtschaftsprognosen: E. OCKELMANN. 


Aussenwirtschaft 
Vo. 12, No. 1, Marcu 1957. Betrachtungen zur Aussenwirtschaftspolitik: T. KELLER and A. 


BossHaRDT. Moéglichkeiten und Ansatzpunkte einer Integration der westeuropdischen Landwirt- 
schaft: B. Frrrscu. Die Problematik internationaler Preisvergleiche: A. NYDEGGER. 











564 THE ECONOMIC JOURNAL [SEPT, 


Bayern in Zahlen 

Vou. 11, No. 3, Marcu 1957. Geburteniiberschuss und Wanderungsverlust in Bayern 1956: 
W. Mater. Die Gemiiseernte in Bayern 1956: F. ILtner. Bayerns Nutzviehbestand End 
1956: J. Bucx. Bayerns Wirtschaft im Jahre 1956: G. Poxorny. Die Zulassungen von 
Sabrikneuen Krafifahrzeugen und Kraftfahrzeuganhdngern in Bayern von 1950 bis 1956: J. 
LEIPNER. Arbeitnehmer und Krankenversicherungspflichtgrenze: E. Scumipt. Der Nahrungs. 
mittelverbrauch in bduerlichen Haushaltungen in Bayern: H. ScHMUCKER. 

Von. 11, No. 4, Apriz 1957. Die Realsteueranspannung in Bayern: J. WIRNSHOFER. Finanz. 
wirtschaft der bayerischen Grossstadte: J. WIRNSHOFER. Die Anbauplane fiir Gemiise in Bayem, 
1957: V. Branpes. Die Bekleidungsindustrie in Bayern: L. Lerpericu. Die Elektrizitai 
im bayerischen Energiehaushalt: H. Krestinc. Warenverkehr Bayerns mit Berlin (West) im 
Jahre 1956: J. LEIPNER. 


Keitschrift fiir Nationalékonomie 


Vor. XV, No. 3, 1956. Untersuchung zu dem Grundgesetz der wirtschaftlichen Wertrechnung: 
H. Mayer. Die dkonomischen Grundbegriffe: eine studie iiber die Theorie der Wirtschaftswissen. 
schaft: F. KAurMANN. Die Wertungstheorie der Steuer: E. Sax. 

Voit. XVII, No. 1, 1957. Game Theory, Linear Programming and Input-Output Analysis: 
G. Tintner. Reminiszenzen anldsslich des hundertsten Fahrestages des Erscheinens des Buches 
von Gossen: T. Baciorti. Osterreichs Wirtschaftsverfassung und Wirtschaftsordnung im Lichte 
moderner Wirtschaftstheorie und Wirtschaftspolitik: W. WEBER. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vou. XXX, No. 2, Fesruary 1957. Die wirtshaftliche Lage in Osterreich. Gesamtschau der 
ye gam Wirtschaft im Jahre 1956. Der kiinftige Bedarf an Personenkraftwagen in 
sterreich. 
Vou. XXX, No. 3, Marcu 1957. Die wirtschaftliche Lage in Osterreich. Fremdenverkehy in 
Westeuropa. Der technische und naturwissenschaftliche Nachwuchs in Osterreich. 
Vou. XXX, No. 4, Aprit 1957. Die wirtschaftliche Lage in Osterreich. Bundeshaushalt 1956 
und Bundesvoranschlag 1957. Der dsterreichischsouyjetische Wirtschaftsverkehr im Jahre 1956. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vor. 93, No. 1, Marcu 1957. Geldschipfung, Wirtschaftskreislauf und die nationalsozialistische 
Wirtschaftspolitik: VV. F. Wacner. Die, Interdependenz der ékonomischen Gréssen und die 
Bestimmtheit der relativen Preise und ihrer Anderungen bei vollkommener Konkurrenz im nicht- 
stationdren Zustand: E. Careuy. Le niveau de vie de la population salariée: Salaires annuels 
comparés dans une profession manuelle typique, le bdtiment: R.Grrop. Theorie und Prognose in 
den Sozialwissenschaften: H. ALBERT. Grundlagen und Bedeutung der Input—Output-Analyse: 
H. Koénic and H. Utricnu. Eine eidgendssische Quellensteuer auf dem Erwerbseinkommen 
unselbstandig Erwerbender: F. A. BoDMER. 


De Economist 
No. 3, Marcu 1957. Discontinue vervanging inkomensvorming en financiering: A. I. Drepen- 
HoRST. Recente literatuur over de automatie: J. Boscu. 
No. 4, Aprit 1957. Tolunie en vrijhandelsgebied bij de Europese integratie: N. FRANKEN. 
Varieties op een thema van v. Bohm-Bawerk: W. J. VAN DE WOESTIJNE. 


Nationalokonomisk Tidsskrift 
Vor. 95, No. 1-2, 1957. Inflation og opsparing: kan indforelsen af vaerdifaste obligationer las 
spergsmalet: K. Puttip. Nogle bemaerkninger om den direkte forbrugsskat som erstatning for 
indkomstkatten: J. S. Dicu. Landbrugets tilpasning til skiftende akonomiske vilkdr: K. 
SKOVGAARD. Kreditrationeringens teori: J. VIBE-PEDERSEN. 


Ekonomisk Tidskrift 
Vor. LIX, No. 1, Aprit 1957. Om renteendringers virkninger for ‘* langsiktige”’ og ‘‘ kortsik- 
tige’’ investeringer: B. THALBERG. Om varaktighetens betydelse for investeringars rantekéns- 
lighet: G. Arvipsson. Hushallens sparade: S. A. O. THore. 
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Skandinaviska Banken Quarterly Review 
Vo. 38, No. 2, Apriz 1957. The International Monetary Fund: 1. Rootu. The Reform of 
the Pensions Scheme and Saving: L. LinDBERGER. Developments in the Location of Industry and 
Government Location Policy: T. KAHLIN. 


Ekonomiska Samfundets Tidskrift 


Vor. 10, No. 1, 1957, Nagra strukturdrag i vart néringsliv: G. LutHER. Produktionsplanering 
i modern industri: A. BERGsTROM. Pris- och volymindexar for samfardseln: G. Foucstept. 
Skatter och lan som medel for krigsfinansieringen: R. BRUMMERT. 


Liiketaloudellinen Aikakauskirja (Finnish Text) 


No. I, 1957. Kydsti Jarvinen: H. RANINEN. Goods on Order from the Point of View of Taxa- 
tion: L. Kizpr. An Econometric Attempt to Apply the Theory of the Firm in Macroeconomic 
Study: O. E. Nuramo. Effects of Purchase Tax on the Organisation of a Firm: L. Erme. 


Giornale degli Economisti e Annali di Economia 


Vor. XV, No. 11-12, NovemMBeR—DECEMBER 1956. Caratteri storico-problematict dell’opera di 
Béhm-Bawerk: T. Baciorti. A proposito di divergenze sulle leggi di sviluppo pro capite dell’- 
economia contemporanea: M. Resta. V. Pareto: la sua famiglia, la sua infanzia e la sua 
giovinezza: G. H. Bousquet. Osservazioni critiche alla legge della utilita marginale: F. SAn- 
TARELLI. Le leggi dello sviluppo pro capite e le crisi del 185] del 1890: G. DEMARIA. 


Archivio Economico dell’ Unificazione Italiana 


No. I, 1956. Le entrate delle provincie napoletane dal 183] al 1860: G. DE Meo and A. PErR- 
cuoco. Le entrate del ducato di Modena dal 1840 al 1859: C. Liv1. Le entrate del Granducato 
di Toscana dal 1925 al 1859: G. Parent. Le entrate dello Stato pontificio dal 1827 al 1867: 
B. Rosst RaGazzi. Le entrate del Regno Lombardo-Veneto dal 1840 al 1864: A. Ucct. Sul 
carico tributario erariale nel Regno delle due Sicilie nel 1856: G. DE Mero. Le entrate complessive 
del Regno delle due Sicilie per alcuni compresi fra il 1827 e il 1858: G. DE Mero. Le emissioni 
monetarie del Governo provvisorio di Venezia (1848-49): U. Tucct. 

No. II, 1956. Monete e cambi nel Granducato di Toscana dal 1825 al 1859: G. PARENTI. 
Monete e zecche negli Stati Sabaudi dal 1816 al 1860: G. Fettont. Le monete del Regno 
Lombardo-Veneto dal 1815 al 1866: U. Tucct. 


Banca Nazionale del Lavoro Quarterly Review 


No. 40, Marcu 1957. The Control of Wages and the Value of Money: The Dutch Experience : 
J. Peperson. The Hire Purchase Problem in Australia: D. CG. Rowan and N. Runcte. 
Banking in Sweden: G. Cuayton. Tariff and Non-tariff Obstacles to United States Imports: 
H. H. LANpsBERG. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vou. XI, No. 2, Marcu 1957. Nuclear Legislation in Italy: G. ARANGIO-Ruiz. The Rome- 
Fiumicino Intercontinental Airport: S. Tomastno. New Working of the Sliding Scale Applied to 
Wages in Italy. 


Italian Affairs 


Vou. VI, No. 1, JANUARY 1957. Convention between U.S. and Italy Relating to Taxes on Income. 
The Export Trade Signals Italy’s Economic Progress. Italy’s Trade with Canada. The 
Petroleum Industry. Agricultural Mechanisation. Grain Growing and Grain Harvests in Italy. 


L’ Industria 


No. 4, OcropeR-DECEMBER 1956. Di alcuni contributi dell’economica alla teoria generale del 
valore: K. E. Boutpinc. La recherche opérationnelle dans le textile: M. Veruutst. Rifles- 
sioni attorno ad una nuova opera di ‘‘ Morfologia economica’’: M.'TALAMONA. 











Moneda y Credito 


No. 60, Marcu 1957. JIntegracidén y convertibilidad monetaria: perspectivas actuales y programa 
de accion: R. TrirFin. El concept econdmico de regidn instrumento imprescindible del examen 
espacial empirico: R.'T. Farcas. Perspectivas de la Politica Fiscal y crediticia en los Estados 
Unidos: R. L. REereRson. 


Boletin de Estudios Economicos 


Vot. XI, No. 39, SEPTEMBER—DECEMBER 1956. Realidad de la Evasion Fiscal y de la Obili- 
gacion Tributaria: J.A.S.Astaty. Analisis de la Agricultura Espanola: C. S. Estivariz, 
Absorbcion de Mejoras Laborales: F. B. BELLARiN. En Torno a la Contabilidad Analitica de 
Exploitacion: A. R. SAHAGUN. : 


Revista de Economia 


Vox. IX, No. 4, DeceMBER 1956. Consideragies gerais sobre 0 mercado financeiro em Portugal: 
A. Ramos PEREIRA. 


El Trimestre Economico 


Vor. XXIII, No. 2, Aprit—JuNE 1956. Ensayo de interpretacion histérico-analitica del desarrollo 
econdmico: C.FurtTapo. Crecimientoy occupacién: E.D.Domar. El modelo de credimiento de 
Domar: O. Sune. El desarrollo econdmico: su significado y su politica: J. J. GonzAvez 
Gorronpona. La exportacion y el desarrollo econémico: H. G. Ausrey. Un aio de reforma 
agraria en Bolivia: E. Fores. 

VoL. XXIII, No. 3, Juty-SEpTEMBER 1956. La evolucién del pensamiento econémico en el tiltimo 
cuarto de siglo en la América Latina: J. F. Novota VAzquez. La evolucién capitalista a la 
luz de la teorta keynesiana: N. Katpor. La planeacidn econémica en Holanda: F. Harrtoc. 
Puntos de estrangulamiento en la economia: R. DE OxtverRA Campos. La energia nuclear, 
nueva etapa de la Revolucion Industrial: E. SALIN. 

VoL. XXIII, No. 4, OcroBER—DECEMBER 1956. Productividad ocupacién y desocupacién en 
México: 1940-1965: A. NAVARRETE. El impuesto sobre la renta en el desarrollo econémico de 
México : V. L. Urguipr. El andlisis marginal y la teoria del subdesarrollo: C. Furrapo. 
La politica monetaria nacional e internacional a mediados del siglo: R. TrirFin. El problema de 
la determinacién de los ‘* precios de calculo’’: una solucién parcial: M.H.Exxer. El problema 
de la calidad en los indices del comercio exterior: R. I. Durer. 


The Annals of the Hitotsubashi Academy 


Vou. VII, No. 1, OcroBer 1956. The Essential Features of Voluntary Salvage: K. Fujimoto. 
Saikaku’s *‘ Economic Man”: T. Urepa. On the Five Year Economic Plan in Japan: Y. 
YamapDA. Economic Growth and Agriculture: K. OQuxawa. The Industrialisation of Japan: 
A Geographical Analysis: R.Isumpa. Descartes et le ** Menteur”’: K. NEGIsuI. 


The Ezonomic Review (Japanese Text) 


Vor. 7, No. 4, OcroBer 1956. The Historical Patterns of ‘‘ Manufacture’’: H. Ourtsuxa. 
Government Investment in Growing Economy: C. TAKAHASHI. The Position of the English 
Classical School in Hegelian Philosophy: S. Ouno. 

Vor. 8, No. 1, JANUARY 1957. Qn the So-called ‘* Law of Absolute Impoverishment ’’ in Marxian 
Economics: M. Oxa. On the Character of the Law of Absolute Pauperization: J. Tatyoj.. 
Marx and the So-called *‘ Law of increasing Misery’’?: M.H. Doss. Conditions of Increasing 
Labor’s Relative Share : K. QHOKAWA. 


Osaka Economic Papers 
Vor. V, No. 11, JANuARY 1957. Introductory Notes on Sociological Economics: Y. TAKATA. 
Economic Competition: Real and Imagined: S. Sosajma. Le Progres et l’activité de l'étude de 
Vhistoire économique du Japon: M. Mryamoro. Professor Maxwell on Fiscal Policy: S. 
Fujita. 


L’ Egypte Contemporaine 


Vou. XLVII, No. 286, OcroBer 1956. L’action du Nouveau Régime Egyptien dans les domaines 
Economique et Social: J. Economies. The Impact of Import Restrictions on the Consumers: 
K. Reba. 
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Vor. XLVIII, No. 287, January 1957. The Creation of the National Bank of Libya: M. 
SaKKAF. Fertility of the Urban and Rural Population in Egypt: G. A. Marzoux. Seasonal 
Price Variations of Ashmouni Cotton: E. Hammam AuMED. The Unit of Total Inputs as a 
Comparative Measure in Farm Management Appraisal: A. A. EL TONBARY. 

Voprosy Ekonomiki (Russian text) 

No. 1, 1957. Some Problems of Planning Economic Development in the Light of the December 
Decisions of the Party Central Committee: D. Zutmerin. On the Inter-regional Regulation of 
Wages in the U.S.S.R.: B. BuKHANEvIcH and M. Sonin. The Division of Siberia into 
Economic Regions and the Distribution of Productive Resources: V. Popov. Some Questions on 
the Economics of Maize-growing: D. Mexsin. The Growth of a Socialist Economy and 
Economic Laws in the Transitional Period of the Chinese People’s Republic: D1 CHao-Bat. 
India on the Way to Economic Independence: V. Avarin. The Perversion of the Nature of 
Monopoly in the Works of the Bourgeois Economists of the U.S.A.: V.SHVEDKOVA. Further 
Concentration of Production and Capital in U.S. Industry: V. SusHcHENKO. The Moral 
Obsolescence of Equipment and Depreciation Charges: A. PERVUKHIN. 

No. 2, 1957. .A New Phase in Soviet Economic Development. The Economic Efficiency of Automa- 
tion: K. Kumenxo. The Economics of Open-cast Coal Mining: G. Votxov. The Volume 
of Money Circulation Needed in a Socialist Economy: G. Koztov. The Collective Farm Market 
in the U.S.S.R.:| M. Maxarova. The Economic Development of Czechoslovakia under the 
Second Five-year Plan (1956-1960): N. Pusenxov. 

No. 3, 1957. The Celebration of the Lenin Nationalities Policy in the U.S.S.R.: P. ALAMPIEV. 
Lenin’s ‘* April Theses ’’—a Plan for Progress to Socialist Revolution: 1. GuapKov. Research 
Methods on Global Regional Development: K. BeprintsEv. Clearing Accounts in a Socialist 
Economy: \V. GERASCHENKO. On Systems of Animal Husbandry in Various Regions of the 
U.S.S.R.: L. ZartsMaAn. The Struggle of the Hungarian Working Masses to Strengthen the 
People’s Power and a Socialist Economy: K. Danttov. The Crisis of Bourgeois Economic 
Thought in France: A. ALEKSANDROVSKY. Some Problems of Price-formation in a Socialist 
Economy: 1. MatysHev. The Law of Value and Price Fixing of Industrial Products in the 
U.S.S.R.: M. Bor. On the Problem of Reproduction and Amortisation of the Instruments of 
Production: A. STEPANKOV. 

No. 4, 1957. For a Further Improvement in the Management of the National Economy of the 
U.S.S.R. Lenin’s General Line on the Priority Development of the Output of Means of Production: 
A. Pasuxov. V. I. Lenin’s Struggle against Revisionism: I. MRACHKOVSKAYA. Discussion 
of the Theses of the Report of Comrade Krushchev ‘* On the Further Improvement of the Organisation 
of Industrial and Construction Management ’’ (Symposium). 


Planovoe Khozyaistvo (Russian text) 


No.1, 1957. The Decisions of the December Plenum of the Party Central Committee and Tasks for 
the Improvement of Economic Planning. Ferrous Metallurgy in the Sixth Five-year Plan: V. 
TsyrEN. Tasks for the Development of State Farms in the Sixth Five-year Plan: 1. BENEDIKTOV. 
On Indicators for Planning and Reporting Industrial Output: N. Lyupimov and A. Petrov. 
On Improving Planning Procedures for Sectors under Republican Administration: YA. CHADAEV. 
Some Problems in the Development of the Angara-Yenisei Energy—Industrial Complex: M.SuHKOLNI- 
xov. Planning Freight Traffic: A. Mots. Results of a Study of Costing in Collective Farms: 
V. BarAsHEV. The Elaboration of a Long-term Plan for Rural Electrification. The State of 
Affairs in the R.S.F.S.R. Gosplan. 

No. 2, 1957. The Coal Industry in the Sixth Five-year Plan: M. Sucueprin. Long-term 
Ferrous Development of Metallurgy in the Eastern Regions of the U.S.S.R.: I. BARDIN and V. 
Rixman. Economic Regionalisation and Zonal Planning of the U.S.S.R. Economy: A. DANILOV. 
The Law of Value and Changes in the Social Costs of Production in a Socialist Economy: S. 
Strumitin. Planning the Bulgarian Economy: N. Vy.ev. Scope for Developing Peat-cutting 
in the Belorussian S.S.R.: B. PAREMsKy. Problems in the Preservation and Use of the Wealth of 
the Caspian Sea: L. Grexutov. Basic Principles for Elaborating and Executing the Technical, 
Production and Financial Plan of an Engineering Plant: N. Yurev. 

No. 3, 1957. For a Further Flourishing of Our Country’s Economy and Culture. The State Budget 

of the Second Year in the Sixth Five-year Plan: A. ZVEREV. Housing in the Sixth Five-year Plan: 

A. SHarov. The Improvement of Fob Organisation and the Wage System in Coal-mining: M. 

Runpin. The Planning of the Volume of Production in a Factory: V. Konrorovicu. How 

to Improve the Planning of Production Stocks in Industrial Enterprises: G. Gressov. Shifts in 

the Commodity Composition of American Industrial Output Since the War: M. Vo.xov. 
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No. 4, 1957. On the Further Improvement of the Organisation of Industrial and Construction 
Management. Fundamental Trends in the Development of Fuel output in the Sixth Five-year Plan: 
V. KALAMKAROV. Some Methodological Problems in Planning Production Costs: V.Lirstrs. Qp 
the Indicators Used for Planning and Computing Industrial Output: L. VoLODARsKY. Ways of 
Intensifying Agriculture in the Moldavian S.S.R.: V.SuHNyREvV. The Delineation of Economi, 
Regions in the Central Zone: F. SukHopara. Problems of Defining Economic Regions in thy 
Volga Zone and the North Caucasus: V. Kistanov. The Capitalist Economies in 1956: §, 
VTorROV. 


Finansy S.S.S.R. (Russian text) 


No. 12, 1956. Checking Fulfilment—the Most Important Condition for Improving the Activity of 

‘ Finance Agencies. Some Problems in the Control Work of Finance Agencies: N. Suvumoy. 

Planning the Finances of Industrial Enterprises: G. Mrrrovicu. The Working Capital of 
Building Contractors under the New Conditions: A. Zax. On the Extension of the Budgetay 
Powers of Union-Republics: G. SHAKARYAN. The Mass Educational and Cultural Activities of 
Bank and Finance Agency Trade Unions: N. Gustnsky. Working Capital Practice in th 
Socialist Industry of Czechoslovakia: M.TuGex. Comprehensive Life Assurance: 1. Drozpxoy, 

No. 1, 1957. Thoroughly Analyse Annual Accounts, Fully Expose Internal Reserves. On the 
Nature and Functions of Financing Enterprises and Sectors: P. ZHEvTYAK. Raise the Role of 
the Industrial Investment Bank in Controlling Building Accounts: B. Savvin. On the Source of 
Forming Working Capital in Industrial Enterprises: 1. BARATs and M. TsuKERNIK. Th 
Finances of Consumer Co-operatives: P. ErREMov. Planned Accumulation in Construction: V. 
Grirovsky. U.S. Financial ‘‘ Aid’’—an Instrument of the External Expansion of Monopolies: 
A. BuKIN. 

No. 2, 1957. For a Further Improvement in the Structure and Staffing of Financial Agencies and 
Banks. The State Budget as an Economic Category: D. ALLAKHVERDYAN. Some Problems in 
the Relationships between the Budget and Credits: V. Srrnin and I. Stavny. Methods for 

: Defining the Economic Efficiency of Current Production: A. Doponov. Towards a Better Study 
of Building Economies: A. FERBERG. Symposium on the Work Programme of the Ministry of 
Finance for 1957. International Finance Corporations: L. FuTunt. 

No. 3, 1957. Towards New Levels of Achievement by Finance Agencies: A. ZVEREV. On the 
Distribution and Redistribution of the National Income under Socialism: V. Kuts. Private 
House Construction—an Affair of Great State Importance: P. Tarasov. Some Problems of 
Material-Technical Supply: Z. StTEPANOVA. Institutional and Staffing Extravagances in th 
Civil Services of the Republics: V. MERzLYAKOv. Building Accounting Based on the Settlement 
of Mutual Claims: A. TotstyKH. Financial Aspects of the Activity of the European Coal and 
Steel Community: M. Panov. 

No. 4, 1957. For a Successful Collection of Budget Receipts in 1957. Major Tasks of the Long- 
term Investment Banks: A. KorovusHKin. Improve the Organs of Administration and 
Strengthen Staff Discipline: M.Kuzin. Internal Factory Cost Accounting: G. Komarov. For 
a Further Improvement in the Work of Savings Banks: N. SukHANov. Financial Planning in 
Industrial Enterprises: VV. Susuixov. The Role of Credit in the Socialist Transformation of 
Agriculture in China: Li SHao-Yut. An Analysis of Circulation Costs in Retail Trade: G. 
Gorman. The Role of State Credit in Redistributing the National Income in the Period of 
Imperialism: G. RYBALKo. 


Dengi i Kredit (Russian text) 

No. 1, 1957. Towards a New Upsurge of the Economy. The Functions of the State Bank in 
Analysing 1956 Annual Reports: VV. Kutmanova and S. Sepiovicu. The Extension of 
Credit to Heavy Industrial Enterprises: M. Prsser. Improve the Planning of Credits for the 
Introduction of New Techniques: L. Kuoxutov. The Grant to Industrial Undertakings on th 
Basis of Turnover: T. Kornetcueva and S. Epsutern. The Role of Credit in the Economic 
Development of Kazakhstan: V. BAKHAREV. Training Bank Officials: M. Ivanov. The 
Simplification and Unification of Money Payment Documents: N. BykHov. 

No. 2, 1957. The National Economic Plan and the State Budget of the Second Year of the Sixth 
Five-year Plan. Improve Controi over the Activity of Agencies of the State Bank: V. VORABEV. 
Some Problems of Granting Credits to Rural Trade: V. Krtov. The Timber Industry and Bank 
Control: A. Spassky. Correctly Use the Potential for Extending Timely Financial Aid: 1. 
KuHoKHLov. On Planning Monetary Circulation: Ts. Kuarrina. 
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No.3, 1957. More Account Should be Taken of Resources in the Cash Plan: 1.YaGopin. Improve 
the Credit Links with the Oil Industry: A. KozHevnixov and A. MEerkurEvA. Working 
Capital and Short-term Credit for Trade Organisations: SH. GHatsky. A Summary of Corre- 
spondence Received on Trade Credits. Simplify the Procedure for Indirect Encashment: 1. Lexut- 
siER. For a Further Improvement in the Training of Financial Experts: A. ALEKSANDROV, G. 
KostRoMIN and P. ZHevtyak. The Law of Value and Problems of Price Formation in the 
U.S.S.R.: N. Kozeisxy and V. Bocacuev. The International Gold Market since the War: 
A. Dusonosov. The Syrian Central Bank: L. G. 


Vestnik Statistiki (Russian text) 


No. 5, 1956. The Most Important Tasks of Industrial Statistics: L. Votoparsky. On the 
Methods of Statistical Study of the Length of Service of Equipment: G. Kuznetsov. On 
Establishing Summary Indicators of the Movement of Social and Economic Activity: L. KAzinets. 
Problems of Labour Statistics at the Congresses of the First International: L. KASHKAREVA. 
Results of an Analysis of Industrial Operations: E. ZAGROVSKY. 

No. 6, 1956. Lenin on the Organization of Soviet Statistics: S. Gurevicu. Statistics of the 
Utilisation of Equipment in Engineering Plants: B. GONCHARENKO. The Problem of Defining 
Costs on a Collective Farm: Su. Turetsky. The Great Victories of the Chinese Nation in Building 
Socialism: G. AsTaFER. Input-Output Tables in Bourgeois Statistics: T. RYABUSHKIN. 
Experience of Mechanical Book-keeping and Computing Machinery Construction Abroad: T. 
TirzBANuRT, N. Bevkin and D. ZHAk. 


Ekonomista (Polish text, English and Russian summaries) 


No. 1, 1957. The Influence of the Period of Construction on the Interdependence of Investment and 
National Income and the Coefficient of Freezing: M.Katrecki. Indices of the Economic Effective- 
ness of Investment: A. Waxar. Problems of the Economic Efficiency of Investment: M. 
Rakowski. The Role of Trade in Adjusting Socialist Industrial Production to Consumers’ 
Demand: J. Nowicxt. Some Principles of Price Policy in State Industry: J. Muyze.. Eco- 
nomic Developments in France: B. Oyrzanowski. The Penetration of U.S. Capital into 
Canada: E. Apams. The Economic Importance of Price Indices: J. ZAGORSK1. 

No. 2, 1957. Problems of the Theory of Economic Growth: B. Minc. The Estimation of Invest- 
ment Efficiency in a Socialist Economy: J. Lipitsxi. Obligatory Grain Deliveries and Price 
Policy: M. Poworttie. Financial Accumulation in Socialist Enterprises: T. Kierczynskti. 
Changes in the System of the Settlement of International Payments under Capitalism: 1. RzEDOWSKI. 
The International Economics of 7. M. Keynes: J. Sonvsczucn. The Institute of Social 
Economy: T. Kowautx. Production Costs of Agricultural Produce: R. MANTEUFFEL. On 
Research into the Economic Efficiency of Investment: A. KUMANOWSKI. 


Planované Hospodatstvi (Czech text) 

No. 1, 1957. On Questions of Raising Agricultural Production in the Second Five-year Plan: J. 
Jan. Evaluation of the Economic Efficiency of Technical Progress: Z. BERANEK and M, 
Vitex. On Certain Problems Related to the Work of Planning Commissions: V. PRIKRYL. 
British Experts on the Organisation of Production in United States Industrial Enterprises: S. 
CHEJNMAN. Simplifying the Methods and Organisation at State Farms: F. CRKvA. 

No. 2, 1957. Specialisation and Co-operation in the Timber Industry: V. Sprocx. Certain 
Questions Relating to Reproduction of Gross Output on Co-operative Farms: D. GHoma. Some 
Aspects of Automation in the U.S.A.: G. WHEELER. Modifications in the Methods Used in the 
State Plan of Production and Circulation Costs: B. KuitKa. Problems Arising out of the 
Devolution of Economic Management to Slovak National and Local Authorities: M. CERVENY 
and G. KonAREK. 


Finansi i Kredit (Bulgarian text) 


No. 1, 1957. Officials of Financial Institutions Should Have a Better Knowledge of Economics. 


On the Economic Efficiency of Long-term Credits to Collective Farms: D. SapuNDzHIEv. Profit- 
ability of Industrial Enterprises and Means to Improve it: D. Kasasov. The Socialist Concept 
of Taxation: V. Paviov. An Improved System for Deducting the Profits of State Enterprises 
Every Month and Quarter: G. MatTeev. Some Problems in Planning and Financing Working 
Capital: M. Stoyanov. The Indian Credit System: L. GLIKson. 
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No. 2, 1957. For a Further Improvement in the Work of the Civil Service: K. Lazaroy, 
Socialist Remuneration in 1956: &K. Danov. The Economic Significance of Budget Work by 
Local Authorities. S. Vasttrev. Accounts Analysis for a Budget-financed Agency: J, 
AMUDZHEV. Credits for Capital Construction: V.Dotsev. For the Application of the Regula- 
tions on Deductions from Enterprise Profits into the Unified State Budget Receipts: 1. Popov. Th 
Inspection of Labour—Co-operative Farms: K. VurBANov. The Extension of Workers’ Savings: 
I. Dmrrrov. Problems of Planning Working Capital in State Industrial Enterprises: H. 
SCHADE. 


Ikonomicheska Misl (Bulgarian text, French and Russian summaries) 


‘ No. 1, 1957. For Further Progress in the Socialist Economy. A Correct Understanding of the 
Fundamental Economic Law of Capitalism: Ya. Atanasov. The Choice of Location for the 
New Nitrate Fertilizer Plant: A. BesHxov. The Economic Significance of a Better Utilisation 
of Railway Waggons: M. Grorctev. Economic Problems of Grain Production in Bulgaria; 
V. Misuev. The Role of the National Assembly and of Local Councils in the Preparation of the 
Budget: S. Vastutev. The Allocation of Credits for Dwelling Construction: D. SaPUNDzHIEY, 
The Situation of Imperial Germany under the Capitalist System: Ya. LANGR. The Industrial 
Geography of the European Part of the U.S.S.R. under the Sixth Five-year Plan: V. F. Vasyutiy, 


Probleme Economice (Rumanian text, French and Russian summaries) 


No. 2, 1957. The Superiority of the Popular Democratic Regime Continues to Assert Itself. Current 
Problems of Socialist Accumulation: I. VAcAREL. Observations on Production Costs in the Oil 
Industry: T. Hanctutescu. Some Problems of Co-operation between the Engineering and the 
Electrotechnical Industries: A. lancu. Material Supplies to Enterprises in the Galatz Region: 
, O. Kutncer. The Tradition of Mutual Assistance in Our Agricultural Production: D. Dm- 
tTRIv. On the Theory of the Existence of Distinct Capitalist Economic Systems: M. Dima. The 
Economic Doctrine of the Physiocrats. The Importance of Control by the Law of Budget-financed 
Agencies: 1. Butica. The Foreign Trade of the German Federal Republic: F. Tupor. 
No. 3, 1957. The Continued Develupment of Agriculture is the Main Aim of Our Economic Policy. 
Present-day Technology and the Correlation of Rates of Growth between Producer and Consumer 
Goods: E. Batas. Problems of Essential Labour in Agriculture: H. Koun. On Planning 
Wage Bills: 1. Batt. Enlarged Municipal Authorities’ Powers: N. Hatwuc. Livestock 
Breeding in Constantza Collective Farms: S. Hartia. Aspects of Peasant Exploitation by Large 
Landowners on the Eve of the Peasant Revolts of 1907: 1. ApamM. The Phase of Transition from 
Capitalism to Socialism: E. Huttra. The Capitalist Automobile Market and Automation in the 
British Motor Vehicle Industry: D. SCHACHTER. 
No. 4, 1957. The Agrarian Problem in the Works of Lenin: V. Mauinscut. Lenin on the Class 
War in the Phase of Transition from Capitalism to Socialism: P. DuNEA. The Importance of 
oat Leninist Teaching on Economic Pianning: M. Nicovarscu. Democratic Centralism and the 
. Operational Freedom of Industrial Enterprises: H. Srertan. Methods of Costing Grain Pr- 


: duction in Collective Farms: N. Davip and P. Ganga. ‘The Social and Historical Content of 
es the Absolute Pauperisation of the Proletariat: L. Stroja. A New Stage of an Old Plan—the 
‘ ‘* Eisenhower Doctrine’’: P. Daw. A Critique of the Free Trader I, Ghica: Z. Ornea and 


I. ARDELEANU. The Principles of Wholesale Price Fixing in Industry: C. lacosovict and M. 
Tarovict. The Algerian Economy and the Struggle of the Algerian People for National Libera- 
tion: F. Duca. 


Statisztikai Szemle (Hungarian text, English and Russian summaries) 


NovEMBER-—DECEMBER 1956. Statistics on the Period October-December 1956. The Profitable 
Operation of Machine Stations: A. Petva. The Elaboration of a New Price Structure for 
Producer Goods and its Effects on Foreign Trade: J. FAy. Certain Problems of Grouping i 
Industrial Statistics: G. BAcs. Remarks on the Role of the National Product Balance: L. 
DrecuHster. Economic and Theoretical Aspects of the Conceptual Definition of the National 

Income: Gy. HaypAt. Problems in Forming Permanent Staffs in Coal-mining: L. Orosz. 

7 The Trend of the Turnover of Industrial Products in the Foreign Trade of the Main Capitalist 

Countries since 1900: L. KERENYI. 
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JanuaRY-Fesruary 1957. Trends in the Output of Coal-mining in Hungary (October 1956- 


February 1957): A. Rav6. Income, Expenditure and Consumption of Worker and Employee 
Families by Size of Earnings: I. BARanyat. An Outline of the Input-Output System: Z. 
KenessEY, V. NemEny and Gy. Szaxotczar. On the Efficiency and Planning of Investments: 
F. DeAx, D. S6xy and Gy. Szenpe. The Role of Certain Production Factors in Hungarian 
Wheat Production: L. Pintér. Extracts from Reports by Regional Offices of the Central 
Statistical Office (Local Industry in Baranya, Housing in Székesfehervar and Hadju-Bihar). Fruit 
Production of the Buda District: L. Evex. The Financial Situation of Hungarian Sport: A. 
CserNOK. The Statistical Measure of Seasonal Variations in Retail Sales: G. Nuttscu. 
Methods of Measuring Productivity on the U.S.A. The Application of Electronic Computers to 
Statistics: L. Havasux. The First Volume of the E.C.E. Annual Bulletin of Electric Energy 
Statistics for Europe: T. KARMAN. 


Kézgazdasdgi Szemle (Hungarian text, English and Russian summaries) 

No. 11-12, 1956. For the Socialist, Democratic and Hungarian Way of Developing the National 
Economy and Economic Science. Workers’ Councils in the Factories, Enterprise Autonomy and 
Industrial Management: S. BatAzsy. Current Employment Problems: S. FonAv. The 
Menace of Inflation: S. AuscH and M. Gerd. Some New Problems of Income Distribution in 
Producers’ Co-operatives: S. KopAtsy. The Third World Congress of Sociology. Social and 
Economic Consequences of Technical Progress: 1. Friss. Elasticity of Demand for Consumer 
Goods: I. VARGA. Main Economic Aspects of Boosting Poultry-meat and Egg Production: 1. 
SzLAMENICKY. Some Problems of Automation: G. ApAm. The Agrarian Situation in the 
U.S.A. Since World War II: Y. Vastttu. The Economic Views of Samuel Tessedik: L. 
Nacy. On the Marxian Theory of Land Rent: E. Vatxovics. The Second Congress of 
Economists in Poland: Zs. E. A Few Problems of Soviet Trade: A. Kovacsex. Experience 
Gained in Bulgaria in Agrarian Economics: G. ENyev1. Debate on a Candidaie’s Dissertation: 
Zs. E. 

No. 1, 1957. Principles of Consumer Price Formation: R. Hocw and A. Ré&pet. The Eco- 
nomics and Current Condition of Hungarian Coal-mining: A. Rav6. Development of the Rate of 
Employment and of Individual Income in Hungary, 1949-56: J. Szas6. Income Distribution in 
Co-operative Farms: L. Komi6. New Structural Changes in Capitalist Commerce: 1. Groo. 
Polish Foreign Trade Trends in the Sixth Five-year-plan Period: E. JONAt and F. MoLnar. 
Economic Aspects of Rice Growing in Hungary: A. FEKETE. 

No. 2, 1957. Problems of the Industrial Price System: E. JAvorKA. For the Improvement of Our 
Planned Economy: S. KopAtsy. Input—Output—A Method for the Analysis of National 
Economic Processes: A. BrOpy. The Farm Labour Situation and the Intensive Development of 
Agriculture: S. BaLta. Some Current Foreign-trade Problems: 1. Tatar. Latest Develop- 
ments in Euratom and Western European Integration—Mirrored by the Suez Crisis: G. ADAm. 
Economic Aspects of Obsolescence in Articles in Voprosy Ekonomiki: L. Bors. On the Road 
to Increasing Profitability in the Pécs State Farm: R. BuRGERT. 

No. 3, 1957. Economic Aspects of the Ageing of Machinery: A. KunvArt. The Private Sector’s 
Part in Commerce: R. Hocu. Reorganisation of Food Supply to Urban Areas: B. CsENDEs. 
Recent Trends in Public Finance: R. HorvAtu. Remarks on the Economics of Foreign Trade: 
S. BaLAszy. Novel Phenomena and Depression by Over-production in the Agriculture of the 
U.S.A.: Y. Vastu. Economic Problems on the Agenda of the VIII Congress of the Chinese 
Communist Party: F. MotnAr. The Common Market and Franco-German Differences: G. 
Biro. 

No. 4, 1957. The Leninist Market Theory: G. G6nc6L. A Proposition for a New Method of 
Industrial Management: J. Boxor and others. Remarks on the Editorial of No. 11/12, 1956: 
I, Breper and others. The Essence of Socialist Relations of Production and Economic Policy in 
Our Society: Zs. Esze. Material Interest and Forward Contracts for the Bulk Delivery of 
Produce: P. SzaxAu. The Part of Science and Research in the Second Industrial Revolution: G. 
ApAm. Current Problems of Planned Economy in the Soviet Union: M. Tarpvos. Report on 
Higher Education in Economics in the German Democratic Republic: 1. KOmrves. 
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Aten (G. C.) and DonnirHorne (A. G.). Western Enterprise in Indonesia and 
Malaya. A study in economic development. London: Allen & Unwin, 1957. 9”, 
Pp. 321. 25s. 

[To be reviewed.] 


BetsHaAw (C.S.). The Great Village. The economic and social welfare of Hanuabada, 
an urban community in Papua. London: Routledge & Kegan Paul, 1957. 9”. Pp, 
302. 30s. 

[This is an anthropological study of a community of a type about which not much has previously 
been written—an urbanised community, in which cash income from wages is almost the sole source 
of support, but which has not been “‘ detribalised.”” The author provides a detailed analysis of the 
patterns of social and economic life in the community, based on a year’s residence there. One of 
his main themes is the interaction of social and economic factors: the effect of social factors in 
facilitating or impeding economic development, and the changes in social structure wrought by 
economic advances. ] F 


Carter (C. F.) and Wittiams (B. R.). Industry and Technical Progress. Factors 
governing the speed of application of science. London: Oxford University Press, 1957. 
9”, Pp. 244. 25s. 

[To be reviewed.] 


Cray (Sir Henry). Lord Norman. London: Macmillan, 1957. 9”. Pp. ix + 495, 
36s. 
[To be reviewed.] 


Coontz (S. H.). Population Theories and the Economic Interpretation. In the 
International Library of Sociology and Social Reconstruction. London: Routledge & 
Kegan Paul, 1957. 9”. Pp.200. 25s. 


[To be reviewed.] 


Datton (H.). The Fateful Years. Memoirs, 1931-1945. London: Frederick 
Muller, 1957. 9’. Pp. 493. 30s. 


[To be reviewed.] 


Day (A. C. L.). Outline of Monetary Economics. London: Oxford University 
Press, 1957. 9”. Pp. 559. 35s. 


[To be reviewed.] 


DEPARTMENT OF AGRICULTURAL Economics, UNIVERSITY OF READING. The Use of 
Labour on Fruit Farms and Glasshouse Holdings. Miscellaneous Studies, No. 10. Reading: 
Department of Agricultural Economics, University of Reading, 1957. 10”. Pp. 33. 
3s. 6d. 

[This report describes on the basis of a sample survey the organisation of labour on different 
types of holding. Measures of labour productivity are then discussed, and in the final part of the 
report an account is given of the application of simple work-study methods to horticultural tasks.] 


Duntop (J. T.) (Ed.). The Theory of Wage Determination. Proceedings of a 
conference held by the International Economic Association. London: Macmillan, 1957. 
9”, Pp. xv + 437. 36s. 


[To be reviewed.] 


The Economic Writings of Francis Horner in The Edinburgh Review 1802-6. 
Edited with an Introduction by F. W. Fetrer. Reprints of Scarce Works on Political 
Economy, No. 13. London: London School of Economics, 1957. 9”. Pp. 134. 2ls. 

[Francis Horner is known to posterity chiefly as the chairman of the Bullion Committee of 1810. 


He was, however, also one of the founders of the Edinburgh Review, and he was the chief writer on 
economic issues in its early numbers. This reprint contains his long reviews of Thornton’s Paper 
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Credit, of Canard’s Principes d’ Economie Politique, of Lord King’s Thoughts on the Restriction of Payments 
in Specie and of a pamphlet on the corn export bounty, together with a number of shorter items. In 
his introduction Professor Fetter outlines Horner’s career and suggests that his influence on the 
development of an intelligent public interest in economics was an important one, more so than has 
often been realised, since the circulation of the Edinburgh Review was so very much greater than that 
of most books or pamphlets on economics at that time.] 


The Family Farm. A discussion of the present position and future prospects of the 
small farm. Farm Economics Branch, University of Cambridge School of Agriculture, 
Occasional Paper No. 4. Cambridge: School of Agriculture, 1956. 10”. Pp. 36. 3s. 


[This interesting report is based mainly on information taken from the Farm Management 
Survey carried out at Cambridge. A family farm is defined as one of between 20 and 100 acres. 
Farms of this size occupy about a quarter of the farm land of the country as a whole. The authors 
show from unpublished data of the Ministry of Agriculture the preponderant importance of milk, 
pigs and poultry on these holdings. They then consider on the basis of their sample the reasons 
for which income from such a farm may fall below £500, this being taken as the minimum tolerable 
level. Two-thirds of the farms of less than 50 acres in the sample (excluding fen farms) fall below 
this level, and one-third of those between 50 and 100 acres. The trouble may be either too low a 
value of output per acre or too high a ratio of outgoings to receipts. The former is more usual. On 
the question of the relative efficiency of large and small farms, the authors suggest that the inverse 
relationship shown in national statistics between value of net output per acre and size of farm is 
misleading, inasmuch as there is a systematic tendency for large farms to predominate on poor- 
quality soil, where small farms could simply not survive. In the farms included in the present 
sample there is not much difference in the fertility of the soil, and it accordingly emerges that net 
output per acre on the smaller farms is little greater than on the larger ones. Productivity is lower 
on the smaller farms than on the large ones if measured by output per man or by output per £100 of 
input (including farmer’s labour). On the question of policy, the authors suggest numbers of 
ways in which small farms can be made more profitable, but they do not believe that these are an 
entire solution of the problem. Some of them would, if generally adopted, have unfavourable 
national effects; ¢.g., more pigs and poultry are a good way of increasing profit for the individual 
small farmer, but involve increased imports of feeding-stuffs and increased Exchequer grants to 
support the prices of fat pigs and eggs. Others call for a high degree of efficiency from the farmer, 
and highly efficient farmers do not generally remain content with small holdings. In many cases 
therefore amalgamation seems to be the best solution. This applies particularly to farms of less 
than 50 acres. ] 


FEDERATION OF BritisH INpDusTRIES. Britain’s Economic Problems and Policies. 
London: Federation of British Industries, 1957. 83’. Pp. 34. 3s. 


[The attitude adopted in this paper is in outline as follows. Britain’s post-war prosperity has 
been precarious because the chronic overloading of the nation’s resources has prevented price 
stability and endangered external solvency; monetary restrictions, though much better than 
leaving inflationary tendencies unchecked, are not really a satisfactory way of eliminating the 
overload because they discourage the investment that is needed to raise productivity; increz-:d 
taxation is unthinkable; therefore reduction in government expenditure is the only way out. 
This case is argued with much skill and not a little sophistication. While the authors are not happy 
about the use of monetary policy as a means of eliminating a chronic tendency to excess demand, 
they appear to hold that it will be an adequate instrument for the avoidance of fluctuations once the 
general overload has been got rid of by cutting government spending. They do not think well of 
budgetary policy as an instrument for this purpose, chiefly because ‘‘ it must rest on estimates about 
the future.””} 


Frowen (S.) and Hittmann (H. C.) (Eds.). Economic Issues. A financial and 
economic debate in the critical years, 1954-1957. London: Waterlow, 1957. 10”. 
Pp. viii + 231. 21s. 6d. 

[This brings together some thirty essays, mostly by academic economists, that were originally 
published in The Bankers’ Magazine. It reflects the notable widening of the scope of the magazine 
in the last few years, as a result of which it has become one of the leading forums of debate on the 
economic issues of the day.] 


Gray (M.). The Highland Economy, 1750-1850. Edinburgh and London: Oliver 
& Boyd, 1957. 9”. Pp. 280. 25s. 

[To be reviewed.] 

Hacue (D. C.). The Economics of Man-made Fibres. London: Duckworth, 1957. 
9. Pp. 315. 30s. 
[To be reviewed.] 








574 THE ECONOMIC JOURNAL (SEPT, 


Irersic (A. R.) (Ed.). Statistics and their Application to Commerce. Revised 11th 
Edition. London: H.F.L. (66 Chandos Place, W.C.2), 1956. 84. Pp. 401. 25s. 


[The previous edition of this work was in fact a completely new book by Mr Ilersic taking the 
place of an earlier work with the same title. The present edition differs from the last in that con. 
siderably more space is devoted to Sample Surveys and the chapters on Statistical Sources and con. 
temporary Index Numbers have been brought up to date. In general, this book should prove 
helpful to students embarking on a course in Applied Economic Statistics. However, it has its 
weaknesses: the chapter on correlation does not seem to be related to the rest of the discussion; the 
theoretical explanation of index numbers is not wholly satisfactory ; and the discussion of time series 
is confined too closely to sheer manipulation. Undoubtedly the best part of the book is the 
elementary discussion of Sample Surveys. ] 


The Implications of Technical Change in Agriculture. Proceedings of the Ninth 
International Conference of Agricultural Economists. London: Oxford University 
Press, 1957. 9”. Pp.571. 42s. 


[To be reviewed.] 


LaMBERT (J. A.). Reminiscences of a Financial Venturer. Second Edition. Bath: 
Published by the author (Walden, Claverton Down, Bath), 1957. 73’. Pp. 201. 


[The author first went into business in the year 1886. These discursive reminiscences of the 
various types of financial enterprise in which he has engaged make entertaining reading. ] 


LonsDALE (K.). Is Peace Possible? Harmondsworth: Penguin Books, 1957. 7”. 
Pp. 127. 2s. 6d. 


[The distinguished Quaker scientist here states the pacifist approach to the problems of war and 
armaments and tries to explain what this approach means in terms of practical action at the present 
time. She argues that if a war developed between the major powers, the chances of its stopping 
short of the use of nuclear weapons are negligible; indeed, if and when other countries also come 
to have their own nuclear weapons, the same may apply to minor wars as well. Nor is it promising 
to hope that the settlement of current sources of conflicts between countries will eliminate the 
danger of war, because new conflicts of interest are always liable to arise, and the question is not 
whether we are going to be able to avoid a suicidal war in the immediate future, but whether we 
can avoid having one ever. She suggests that the only hope for permanent peace lies not in the 
balance of power nor in partial restrictions of armaments, but in the dissemination through educa- 
tion of the notion that war and war-like preparation are wrong, till the point is reached when 
governments are simply unable to wage war or to prepare to do so because of the non-co-operation 
of the people.] 


Maynarp (G.). The Control of Inflation. Fabian Research Series, No. 187. 
London: Fabian Society (11 Dartmouth Street, S.W.1), 1957. 84”. Pp. 32. 2s. 


[The author is Lecturer in Economics at Cardiff. He discusses the relative contributions of 
excess demand and cost increases to the post-war rise in prices in Great Britain. While not denying 
the importance of the level of demand, he argues that the chief part has been played by the rise in 
costs—first the rise in world prices of primary products, and latterly the reduction in subsidies— 
taking place in the situation where neither labour nor employers were willing to accept a reduction 
in their share of national product. The aim of policy must, in his view, be to avoid inflation while 
at the same time increasing investment. To this end he suggests a return to more conscious central 
direction of the economy: control over investment, imports and to some extent wages. ] 


The Middle East, 1957. 5th edition. London: Europa Publications, 1957. 10”. 
Pp. 444. 70s. 

[This edition follows the same lines as former issues. A survey is given for each of the countries 
in the area of geography, history, economic conditions, political institutions, etc., together with a 
brief collection of statistics. The volume also includes a Who’s Who in the Middle East.] 


Myrpat (G.). Economic Theory and Under-developed Regions. London: Duck- 
worth, 1957. 9”. Pp.v + 168. 18s. 


[To be reviewed.] 
NaTIONAL INsTITUTE OF Economic AND SociAL REsEARCH. Company Income and 


Finance, 1949-53. London: National Institute of Economic and Social Research (2 Dean 
Trench Street, Smith Square, S.W.1), 1956.. 11”. Pp. 72. 10s. 


is important publication marks the completion of a stage in the National Institute’s research 
project on the finance of public companies. It contains an appropriation account and an opening 
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and closing balance sheet, together with the sources and uses of capital funds, for all companies with 
shares quoted on stock exchanges within the United Kingdom, divided into twenty-one industrial 

ups. A special tabulation is given of the aggregated accounts of the hundred largest quoted 
companies. There is a brief introductory discussion of the methods employed and of the trends 
shown, including a comparison with corresponding trends in the National Income Blue Book data 
for all companies. Detailed analysis of the results is in progress, but the data are published in the 
meanwhile to assist others working in this field.] 


NATIONAL INSTITUTE OF ECONOMIC AND SOCIAL RESEARCH. 14th Annual Report, 1956. 
London: National Institute of Economic and Social Research, 1957. 10”. Pp. 36. 


[This contains as usual a full and useful account of the National Institute’s current research 
ammes and the lines along which they are developing. The report opens with an obituary 
notice of Mrs. Feodora Stone, who acted as Secretary to the Institute from 1939 until her death in 


1956.] 


Prest (A. R.). The Investigation of National Income in British Tropical Dependen- 
cies. University of London, Institute of Commonwealth Studies, Commonwealth Papers 
No. IV. London: The Athlone Press, University of London, 1957. 84”. Pp. 32. 
4s, 6d. 


[The first two sections of this paper give a lucid brief explanation of the concepts of national- 
income accounting and the uses to which national-income data have been put in the more advanced 
countries. Dr. Prest then goes on to describe the conceptual and practical difficulties of national- 
income estimation in colonial-type territories and to survey briefly the work that has so far been 
done in this field for British tropical dependencies and the uses that have been made of it. He 
argues that the conceptual difficulties in measuring national income in this type of territory, though 
real, are not such as to prevent the work from being worth while, so long as it is remembered that 
the pattern of accounts adopted for any particular territory should be designed in the light of the 
individual characteristics of its economy and not copied mechanically from that used in advanced 
countries. | 


Rosson (W. A.). The Welfare State. L. T. Hobhouse Memorial Trust Twenty- 
sixth Lecture. London: Oxford University Press, 1957. 9”. Pp. 19. 2s. 6d. 


[Professor Robson discusses the origins, aims, achievements and problems of the welfare state 
in the light of L. T. Hobhouse’s writings. In Hobhouse’s day the expression “‘ the welfare state ”’ 
had not yet been coined, but much of his writing bears directly on the principles involved. Pro- 
fessor Robson pays particular attention to the problem of reconciling state activities with individual 
liberty. He suggests that liberty, understood in a positive sense rather than as the mere absence 
of restraints, has been increased rather than diminished by many of the extensions of state activity 
in the social sphere. ] 


SaviLLE (J.). Rural Depopulation in England and Wales, 1851-1951. A Dartington 
Hall Study in Rural Sociology in the International Library of Sociology and Social Re- 
construction. London: Routledge & Kegan Paul, 1957. 9”. Pp.xvi + 253. 28s. 


[To be reviewed.] 


Suis (E, A.). The Torment of Secrecy. The background and consequences of 
American security policies. London: Heinemann, 1957. 9”. Pp. 238. 15s. 


[This study is concerned with that obsession with subversion which we have come to call 
McCarthyism. As we should expect from so able a social theorist as Professor Shils, it is no 
polemic, but an original contribution to the sociology of politics. Although its occasion is the 
recent hysteria in the United States, and the greater part of it is devoted to an analysis of the 
phenomenon in that country, the book deals with fundamental issues affecting the health of 
the State. It explores the morbid effects which occur for civility when the workings of publicity, 
privacy and secrecy are perverted by extremists, whether they be revolutionaries, reactionaries or 
populistic demagogues. Its underlying theme is the imperative need, in a free society, to preserve a 
genuinely pluralistic set of relations among the many professional, class and functional groups 
which comprise the body politic. The argument, which is developed with a minimum of abstrac- 
tion, is reinforced convincingly by a succession of special analyses of the strains upon politicians, 
civil servants, scientists and intellectuals. For Mr. Shils is a first-class observer as well as theorist. 
He is also almost unique in demonstrating systematic knowledge not only of his own country but 
also of Great Britain. He uses this asset to great advantage in contrasting the circumstances of 
the two countries. His comparative judgments are enlightening, and they in no way minimise the 
dangers inherent in populistic America nor the advantages of the British institutional structure.] 
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Szczepanik (E. F.). The Cost of Living in Hong Kong. Hong Kong: Hong Kong 
University Press, 1956. 84”. Pp.25. 7s. 6d. 


[This describes the results of a family budget survey carried out by the University of Hong Kong 
in 1955 in order to establish more up-to-date weights for calculating the cost-of-living index for the 
Colony than those currently in use. The distribution of expenditure turned out, however, to be 
not very different from that indicated by the 1948 survey on which the weights in the official cost. 
of-living index are based. The data collected in the University survey also provide material for 
estimating food consumption and the standard of living generally of workers in the Colony, and the 
author uses these for some comparisons with the standard of living in the mainland of China.] 


TuHACKER (C. W.). Estate Duty in Cyprus. A memorandum presented to His 
Excellency the Governor. Nicosia: Cyprus Federation of Trade and Industry, 1957, 
10”. Pp. 106. 


[This is not an official study, but was commissioned by the Cyprus Federation of Trade and 
Industry, which now calls the attention of the Governor to its findings. Its author believes that 
any sort of Estate Duty is harmful, especially in a territory like Cyprus, where capital is very scarce, 
More specifically, he argues that the effective rate of duty is heavier in Cyprus than in the United 
Kingdom, and that various classes of relief allowed by United Kingdom legislation are not available 
in Cyprus. He suggests that at the very least the law should be changed so that the burden of 
estate duty in Cyprus is not heavier than in the United Kingdom.] 


TuorneE (A. P.). Size, Structure and Growth of the Economy of Jamaica. A national 
economic accounts study. Supplement to Vol. 4, No. 4 of Social and Economic Studies, 
Mona, Jamaica: Institute of Social and Economic Research, University College of the 
- West Indies, 1956. 93’. Pp. 112. 6s. 


[This report on a national-income inquiry was made for the Government of Jamaica by a 
Research Fellow of the Institute of Social and Economic Research. It is a sensible, workmanlike 
document, based on up-to-date techniques of national-income measurement, and it deserves 
recommendation to a more specific audience than the “‘ general reader ”’ for which it is designed. 
The estimates and accounts are largely for the years 1950-52, but the author relates them to earlier 
estimates (back to 1938) and provides some interesting discussion of their character, implications 
and practical uses. For administrators, economists and business-men whose work demands a 
knowledge of the size, structure and prospects of the Jamaican economy the report should be 
required reading. It is interesting enough to be recommended also to students and others who are 
concerned generally with questions of national-income measurement and analysis in the less 
developed countries. } 


Turvey (R.). The Economics of Real Property. An analysis of property values and 
patterns for use. London: Allen & Unwin, 1957. 9”. Pp. 150. 16s. 


[To be reviewed.] 


Younc (M.) and Wittootrt (P.). Family and Kinship in East London. A survey by 
the Institute of Community Studies. London: Routledge & Kegan Paul, 1957. 9”, 
Pp. xix + 232. 25s. 


[The authors analyse on the basis of sample surveys certain aspects of family life in Bethnal 
Green and in an L.C.C. housing estate at ‘‘ Greenleigh ” in Essex. Their chief emphasis is on the 
importance of the ‘‘ extended family,” in particular the relation between the married daughter 
and her mother, in Bethnal Green, and its disruption when the married daughter and her family 
move out to “ Greenleigh,” leaving behind her mother and her siblings and the whole of the 
community life developed through perhaps generations of residence in the East End. A married 
woman’s life in an old-established working-class district like Bethnal Green is closely bound up with 
that of a ramifying network of female relatives, at whose centre is her mother. This provides 
companionship to both generations and a source of mutual help. The authors admit that the 
importance of the extended family is tending to become less, even in Bethnal Green, as husbands 
come to participate more in the life of family and home. Bvt the loss is still great when the extended 
family is forcibly separated by the migration of part of it to an outlying housing estate. The 
absence of kinship ties on new estates is held to be one (though only one) of the reasons for the 
unsociable atmosphere so often complained of there. The conclusion is drawn that housing policy 
has been mistaken in treating the family of husband and wife and young children as a self-sufficient 
unit, and that more attempts should be made in future planning to avoid the need for shifting 
people over large distances away from their relatives. This means, in particular, that more re- 
housing should be done within the East End, if necessary at the cost of higher density. The same 
problem will also arise in ‘‘ Greenleigh ’’ when the present generation of children reaches marriage- 
able age, and the authors indicate some of the difficulties that will then arise if further migrations 
are to be avoided, on account of the unbalanced age-composition of the population on new housing 
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estates. The authors lay themselves open to some criticism in their implication that the problem 
arising from the division of the extended family by movement away is a new one associated with the 
development of municipal housing estates; surely the acreage covered by working-class districts in 
towns has always tended to expand? The natural growth of population within an already built- 
up district cannot normally have been accommodated within that district, even apart from any 
secular tendency for the population per acre to fall. Another possible criticism of their work is 
that the practice they followed of interviewing people at home, so that the husband, if seen at all, 
was seen in the company of the wife, gives their findings a “‘ wife-orientation ’’; if, for example, it 
had been possible to talk to husbands at their places of work, as has been done in some similar 
surveys, some different impressions might have been obtained. But these criticisms do not detract 
from the great interest of their work and it is difficult to quarrel with their conclusion that planners 
have tended to be guided by too narrow a conception of the nature of family life.] 


Australian 


SincLcair (W. A.). Economic Recovery in Victoria, 1894-1899. Australian National 
University Social Science Monographs, No. 8. Canberra: The Australian National 
University, 1956. 93”. Pp. 128. 25s. 


[This monograph describes the course and causes in one colony of the recovery from the very 
severe cyclical depression which afflicted the Australian economy in the early 1890s. The author 
draws largely on contemporary reports in newspapers as well as on such statistics as are available. 
Comparing the actual experience of this period with the account of the recovery phase given in 
theoretical models of the cycle, he finds that improvement in profit rates due to the working off of 
excess Capacity appears to have contributed little to recovery. Excess capacity was a burden 
throughout the period concerned, and investment did not rise much at all. Recovery came rather 
from exports. This reflected partly the improvement in world prices of the staple exports wool and 
wheat after 1895, but the chronic drought hindered the recovery of earnings from these sources. 
More importance came to attach to newer types of export, butter and frozen meat and also gold, 
and the author believes that this broadening of the export base was directly stimulated by the 
depression in the traditional lines. The adverse balance of payments associated with the decline 
in capital imports also stimulated the growth of manufacturing industry as a source of import- 
substitutes. ] 


Canadian 


BiavEeN (V. W.). An Introduction to Political Economy. Third Edition. Toronto: 
University of Toronto Press, 1956 (London: Oxford University Press, 1957). 9’. Pp. 
319. 40s. 


[The first edition was published in 1941, and the author has revised it to take account of changes 
in the character of economic problems and conditions since that time. It is not a text-book of 
elementary theory, but is designed to be read in conjunction with other books in order to help the 
Canadian first-year student to relate the subject of his studies to the real world. Its scope may be 
indicated by the chapter headings: The Basic Conditions of Social Wealth; The Price System; 
The Price System in a Hypothetical Handicraft Economy; Money and the Price System; Popula- 
tion; Wheat in the Canadian Economy; Newsprint in the Canadian Economy; Combines and 
Public Policy; The Wage Earner in Modern Industry.] 


KeirsteEaD (B. S.). Canada in World Affairs, September 1951 to October 1955. 
Toronto and London: Oxford University Press for the Canadian Institute of International 
Affairs, 1956. 9”. Pp. 268. 28s. 

[This is one of a series of biennial surveys by different authors on Canada’s place in world affairs 
since before the War. In addition to being a distinguished economist, Professor Keirstead is well 
known to the Canadian public as a radio commentator on current affairs. He has used his 
opportunity in the present volume to give a characteristically vigorous, acute and independent 
account of the events of the period and the conduct of Canadian foreign policy.] 


Indian 


Att-Inp1A Rurat Crepit Survey. Reports of the Committee of Direction. Vol. I, 
Pt. 1, The Survey Report (Rural Families), and Vol. III, The Technical Report. Bombay: 
Reserve Bank of India, 1956. 10” and 11”. Pp. 1067 and 1045. Rs. 9/- and 10/-. 


[A note on Vol. II (The General Report) in this series appeared in the Economic JouRNAL for 
June 1955. Vol. I, Pt. I, now published analyses in detail the data on rural credit collected from 
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families in seventy-five sample Districts of India during the course of a year’s survey. The topics 
covered include not only various aspects of indebtedness but also farm expenditure, receipts and 
savings. Altogether the Report forms a valuable source for all interested in the Indian rural economy, 
(Pt. II of this volume will cover the various credit agencies at present available.) Vol. III, also 
now published, contains introductory chapters on the design and conduct of the survey and a series 
of appendices illustrative of the same themes, but is mainly devoted to a large number of usefy] 
statistical tables which summarise the data collected.] 


Att-Inpia Rurat Creprr Survey. The general report of the Committee of Direction, 
Abridged edition. Bombay: Reserve Bank of India, 1955. 9”. Pp. 301. Rs. 2/-. 


[This is a readable abridgment of Vol. II (The General Report) mentioned in the previous note,] 


American 


Asramovitz (M.) and ExiasBerc (V.). The Growth of Public Employment in Great 
Britain. Princeton, New Jersey: Princeton University Press for the National Bureau of 
Economic Research (London: Oxford University Press), 1957. 93”. Pp. 151. 30s. 


[To be reviewed.] 


The Anti-Stalin Campaign and International Communism. A selection of documents 
edited by the Russian Institute, Columbia University. New York: Columbia University 
Press, 1956 (London: Oxford University Press, 1957). 83”. Pp. 337. 


[The purpose of this collection is to bring together material showing the response of Communists 
in Western countries to the famous speech of Mr. Khrushchev at the Twentieth Congress of the 
Communist Party of the Soviet Union. It contains the text of the speech, followed by reprints of 
statements by Western Communist Party leaders and newspapers elicited by it.] 


Brap.tey (P. D.). Involuntary Participation in Unionism. National Economic 
Problems, No. 462. Washington, D.C.: American Enterprise Association, 1956. 8}”. 
Pp. 49. $1.00. 


[The author states a number of grounds for rejecting the argument commonly advanced in 
favour of the closed shop, that the worker who is not a member of the union benefits from its 
activities without contributing to them.] 


Cuitps (M. W.) and Cater (D.). Ethics in a Business Society. A Mentor Book. 
New York: New American Library of World Literature (501 Madison Avenue, New York 
22), 1957. 7”. Pp. 192. $0.35. 


[This is a paper-backed reprint of a book first published in 1954. Its aim is to present and 
discuss some of the results of an elaborate study programme on the relationship between religion 
and economics, undertaken by a federal organisation of Christian Churches in the United States. 
This programme involved the participation of economists and other social scientists along with 
church leaders and theologians. Messrs. Childs and Cater have drawn both on the published 
works that resulted from this programme and on unpublished materials. They give a fairly lengthy 
survey of historical developments in the attitudes of the churches towards economic problems before 
going on to state the issues that present themselves at the present day to anyone seeking to reconcile 
Christianity with the demands of economic life. Their book contains much valuable and interest- 
ing material, though the solutions proposed are notably less lucid and specific than the statement of 
the problems. ] 


Cxurcuman (C. W.), Ackorr (R. L.) and Arnorr (E. L.). Introduction to Operations 
Research. New York: John Wiley (London: Chapman & Hall), 1957. 93”. Pp. 645. 
96s. 


[To be reviewed.] 


Debt: Public and Private. A report of the Committee on Economic Policy of the 
Chamber of Commerce of the United States. Washington, D.C.: Economic Research De- 
partment, Chamber of Commerce of the United States, 1957. 11”. Pp. 48. $1.00. 


[This is a factual study of the importance of different types of indebtedness in the American 
economy. It is found that the ratio of total debt to GNP has not shown any clear tendency to rise 
or fall over the last forty years. There have, however, been changes in the relative importance of 
different types of debt: the debt of the federal government has increased at a more rapid rate than 
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national income, corporate debt at a less rapid rate. The authors believe that continuous scrutiny 
of the credit—debt situation is essential for the pursuit of an intelligent monetary policy, but they 
do not think that present tendencies give any special cause for alarm. Their study contains a large 
number of well-presented tables and charts, mostly based on official sources. ] 


Financing Kentucky’s Roads and Streets. Lexington, Kentucky: Bureau of Business 
Research, University of Kentucky, 1956. 9’. Pp. 114. 


[This describes the present sources of finance and the possible means of paying for improvements 
which, it is believed, would abundantly justify themselves by reducing transport costs. At present 
69% of highway expenditure is financed by taxation of highway users, and an interesting section of 
the report describes an analysis of the extent to which the contributions made by owners of different 
classes of vehicles correspond to the costs attributable to those vehicles. ] 


HampTON (R. J.). Merchandise Control in the Retail Pharmacy. Pullman, Washing- 
ton: Bureau of Economic and Business Research, State College of Washington, 1957. 9”. 
Pp. 96. $1.50. 


[By merchandise control is meant the systematic analysis by the retailer of stocks and sales 
designed to facilitate an efficient procurement policy. The author describes the existing practice 
and the ways in which it might be improved in the branches of retailing concerned.] 


Henpricks (W. A.). The Mathematical Theory of Sampling. New Brunswick, New 
Jersey: The Scarecrow Press, 1956 (London: Bailey Bros. & Swinfen, 1957). 93”. 
Pp. 364. 67s. 6d. 


[To be reviewed.] 


IwaNskA (A.) (Ed.). Contemporary Poland. Society, politics, economy. New 
Haven, Connecticut: Human Relations Area Files (Box 2054, Yale Station), 1955. 104’. 
Pp. 578. 


[The aim of this monograph is stated to be to present a balanced account of the contemporary 
social, economic and political situation in Poland and to trace the development of present-day 
institutions to their main historical antecedents. It is the product of research carried out in the 
Division of the Social Sciences of the University of Chicago. The long section on economic institu- 
tions is by Michal Zawadzki.] 


Korvisto (W. A.). Principles and Problems of Modern Economics. New York: 
John Wiley (London: Chapman & Hall), 1957. 93”. Pp. 834. 48s. 


[To be reviewed.] 


Lapp (D.R.). Cost Data for the Management of Railroad Passenger Service. Boston, 
Mass.: Graduate School of Business Administration, Harvard University (London: 
Bailey Bros. & Swinfen), 1957. 83”. Pp. 345. 36s. 


[The subject of this monograph is the use that may be made of cost analysis by railroad manage- 
ments in the United States in order to cope with the chronic deficits that they incur on passenger 
service. The author describes methods currently in use and methods that might be used to assess 
the cost of particular trains, services, etc. The argument is illustrated by numerous examples 
drawn from the experience of individual railroads. ] 


Lewis (H. T.), Cuttrron (J. W.) and Sreere (J. D.). The Role of Air Freight in 
Physical Distribution. Boston, Mass.: Graduate School of Business Administration, 
Harvard University, 1956 (London: Bailey Bros. & Swinfen, 1957). 8”. Pp. 180. 20s. 


[This book is addressed chiefly to business executives concerned with the question whether or 
not to make use of air transportation, and it sets out to indicate, on the basis of field studies, what 
sort of issues are involved, without attempting to formulate criteria ready for immediate applica- 
tion. The authors take as their text a dictum of Dupuit that ‘‘ the ultimate purpose of a means of 
transportation ought not to be to reduce the expenses of transportation, but to reduce the expense of 
production.” They emphasise the need for a firm to view the decision for or against the use of air 
transportation in the context of the whole process of procurement and distribution. Such an 
overall approach is often made more difficult by the absence of any one person or office within a 
firm with responsibility for all aspects of the distributive process. The authors had difficulty in 
finding sufficient material to justify many firm conclusions, but it emerges clearly enough that the 
chief economy derived from air transportation is commonly a reduction in the amount of capital 
tied up in stocks. To a large extent therefore the issue becomes one of weighing the costs of air 
freight against the costs of warehousing. ] 
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McA ister (H. E.). The Elasticity of Demand for Gasoline in the State of Washing. 
ton. Pullman, Washington: Bureau of Economic and Business Research, State College of 
Washington, 1956. 9”. Pp. xiv + 80. $2.00. 


[The author proceeds by means of single-equation multiple correlation analysis, supplemented 
by a long “ qualitative” chapter on factors affecting demand, designed to serve as a check on the 
statistical findings. The conclusion reached is that both price-elasticity and income-elasticity are 
less than unity. There is, however, some divergence between the coefficients indicated by inter- 
war data and those indicated by post-war data. The former yield a price-elasticity of 0-48 and an 
income-elasticity of 0-47, the latter a price-elasticity of 0-08 and an income-elasticity of 0-91.] 


Mitts (C. W.). The Power Elite. New York and London: Oxford University Press, 
1956. 83”. Pp. 423. 36s. 


[In earlier studies Mr. Wright Mills exposed the anatomy of the white-collar classes and of trade- 
union leadership in the United States. Now he expands his analysis to take in contemporary 
American society as a whole. The result is a picture of power relationships dominated by a highly 
integrated élite of big business-men, military and politicians, who manipulate at will the mass of 
Americans. This somewhat lurid thesis is supported by a great deal of evidence drawn from a 
wide variety of sources; and it would be difficult to deny the validity of much of it. However, one 
may accept the facts and still consider the total picture to be overdrawn. The rhetorical overtones 
suggest the indignant Muckraker, brought up to believe that the ballot box should settle all, dis- 
covering an inner power network, the existence of which might dismay an American, but hardly a 
European accustomed to the idea of an Establishment. Despite the wealth of illustration, there is 
much that is sheer assertion, made plausible by Mr. Mills’ great skill as a writer; and the ultimate 
vision of an American consisting of an irresponsible and mindless élite playing upon an equally mind- 
less mass which has ceased to be a public, strains one’s common sense. It is, however, an important 
study and calls attention to tendencies which, it must be admitted, are disturbing. ] 


NEISWANGER (W. A.). Elementary Statistical Methods, as applied to business and 
economic data. Revised edition. New York and London: The Macmillan Company, 
1956. 93”. Pp. 749. 48s. 6d. 


[This is a valuable and carefully written book for students of applied statistics. While the 
exposition of the necessary quantum of statistical theory is at a sufficiently elementary level, all the 
difficulties are squarely faced. Possible sources of confusion and error are illustrated with a wealth 
of well-chosen examples. In addition to the conventional contents of a book of this type, there is a 
comprehensive and helpful discussion of sample surveys; particular emphasis being given to the 
ways in which non-sampling errors will occur. Its main disadvantage is its length, since Dr. 
Neiswanger leaves nothing to the reader’s imagination. ] 


People, Housing and Rent Control in Syracuse. A Report of the Temporary State 
Housing Rent Commission of New York. New York: Temporary State Housing Rent 
Commission, 1956. 9’. Pp. 117. 


[This is a quantitative study of the effects on the rental housing position in Syracuse of successive 
decontrols of sectors of the market in 1953-56. Despite a substantial rise in rents, there was no 
perceptible increase in the proportion of vacancies. The evidence collected leads the authors to 
the conclusion that the influence of custom in the use of housing space is so strong that further 
decontrol would be unlikely to lead to many vacancies as a result of reallocation of space among 
existing households. Some vacancies would, however, probably result “‘ to the extent that older, 
low-income one-person households would be forced to surrender their controlled units and double 
up as a result of increases in rent.’’] 


Puiturs (A.). Automation. Its impact on economic growth and stability. Wash- 
ington, D.C.: American Enterprise Association, 1957. 83’. Pp. 36. $1.00. 


[The author argues that automation represents essentially no more than the continuation of 
the long-run process of technical improvement and that there is no ground for fearing ill-effects 
such as would justify special legislation to provide for those put out of employment by it.] 


Pounps (N. J. G.) and Spurser (N.) (Eds.). Resources and Planning in Eastern 
Europe. Indiana University Slavic and East European Series, Vol. 4. Bloomington, 
Indiana: Indiana University, 1957. 84”. Pp.173. $2.50. 


[This contains the proceedings of a conference held at Indiana University in May 1956. The 
contributions are as follows: Eastern Europe and the Balance of Power by Henry L. Roberts; 
Agricultural Resources, by Arthur E. Moodie; Mineral Resources, by Victor H. Winston; Plan- 
ning and Development, by Nicolas Spulber; Economic Relations with the U.S.S.R., by David 
Granick; and Some Social and Political Implications of Planning, by Jan Wszelaki.] 
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SmiTH (B. L. and C. M.). International Communication and Political Opinion. A 
guide to the literature. Prepared for the Rand Corporation by the Bureau of Social Science 
Research, Washington. Princeton, New Jersey: Princeton University Press, 1956 (London: 
Oxford University Press, 1957). 10”. Pp. 325. 48s. 


his is a classified and annotated bibliography containing some 2,500 items published between 
1943 and 1955. It is a continuation of an earlier bibliography by B. L. Smith and others, which 
covered material published up to 1943. Its scope includes international propaganda, communica- 
tion and opinion. Works dealing with countries’ internal affairs are cited in so far as they are 
relevant to international politics. ] 


SouLtE (G.) and Carosso (V. P.). American Economic History. New York: The 
Dryden Press (31 West 54th Street, New York 19), 1957. 93”. Pp. 654. $6.00. 


[To be reviewed.] 


STruRMTHAL (A.) (Ed.). Contemporary Collective Bargaining in Seven Countries. 
Ithaca, New York: Institute of International Industrial and Labor Relations, Cornell 
University, 1957. 93”. Pp. ix + 382. $4.50. 


[This contains nine papers by different authors on collective bargaining, with special reference 
to the post-war period. Seven of these are country studies: on Great Britain, by Allan Flanders ; 
on Norway, by J. Inman; on the Netherlands, by P. S. Pels; on France, by Adolf Sturmthal; 
v.. Germany, by Clark Kerr; on Italy, by Luisa Riva Sanseverino; and on the United States, by 
Neil W. Chamberlain. There is a further paper on Italy (Wage Structure and Cost of Labor in 
Italy, by Cesare Vannutelli), and the editor concludes the volume with a long comparative essay 
in which he draws on the material contained in the other contributions. The country studies on 
Britain, the United States and Italy are published for the first time; the other contributions are 
revised versions of papers previously published in other sources. Most of the papers have been 
brought up to date to about the end of 1955, This is a useful collection, which covers a large 
amount of ground readably and within a reasonable compass. ] 


Suggestions for Research in the Economics of Pensions. Report of an exploratory 
survey by the National Bureau of Economic Research of the economic aspects of organized 
provision for the aged and surviving dependents. New York: National Bureau of 
Economic Research, 1957. 9”. Pp.51l. $1.00. 


[This contains an analysis in some detail of the lines along which research might usefully be 
conducted into the economics of pensions in the United States. The authors point out that the 
growth in the importance of pensions has been so rapid that our knowledge of the problems involved 
has not kept pace. Their suggestions for research almost amount in themselves to a survey of the 
economic aspects of pensions, with fairly extensive references to the existing literature. The report 
is organised under five main headings: present and future scope and characteristics of pension 
plans; impact of pension plans on savings and investment; relations of pension plans to the level 
and distribution of national income and product; pensions and economic stability; and the tax 
treatment of pensions and the aged. The intention is not to propose a single integrated research 
project nor one suitable for execution by a single research agency. It is rather to make suggestions 
~~ ay, rie to stimulate research among the many organisations and individuals with interests 
in the field. 


Wattac™ (R. F.).. An Evaluation of Wildlife Resources in the State of Washington. 
Pullman, Washington: Bureau of Economic and Business Research, State College of 
Washington, 1956. 9”. Pp.63. $1.00. 


[An analysis of the economic importance of the sports of hunting and fishing to the State of 
Washington. | 


Yanc (SHu-Cun). A Multiple Exchange Rate System. An appraisal of Thailand’s 
experience, 1946-1955. Madison, Wisconsin: University of Wisconsin Press, 1957. 93”. 
Pp.x + 200. $3.00. 


[In the early post-war years Thailand had a much overvalued currency, coupled with an in- 
efficient system of quantitative controls, and black-market transactions were rampant. To cope 
with this situation, it was decided to resort to a system of multiple exchange rates. Most imports 
other than those required for government reconstruction needs had to be paid for at the open- 
market rate. All export proceeds from rice and a proportion of the proceeds of other exports had 
to be surrendered to the government at the low official exchange-rate; the remainder could be 
sold at the open-market rate. Dr. Yang discusses how the system in fact worked out, and what are 
its theoretical advantages and disadvantages. He argues that for a country like Thailand some 
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flexibility in exchange rates is desirable to stabilise the balance of payments. The advantage of 
multiple exchange rates from the national point of view is that they enable the effective exchange 
rate for each article of trade to be adjusted in the light of its individual elasticities of supply and 
demand. Moreover, since the average rate for imports is higher than that for exports, the govern- 
ment makes a profit on exchange transactions, which can be used as an instrument both for stabilis. 
ing national income and for redistributing it. These results could in principle also be attained by 
a system of taxes and subsidies, but in Thailand this would probably be less feasible administratively, 
In his analysis of events, Dr. Yang finds that certain misjudgments on the part of the central bank 
have prevented the system from serving the national interest as well as it would in theory have been 
capable of doing.] 


ZINNER (P. E.) (Ed.). National Communism and Popular Revolt in Eastern Europe. 
A selection of documents on events in Poland and Hungary, February-November 1956, 
New York: Columbia University Press, 1956 (London: Oxford University Press, 1957). 
83”. Pp. 563. 


[An extensive selection of documents, translated into English, consisting mainly of articles in the 
East European Press and statements by political leaders and organisations, some published and some 
from monitored broadcasts. The editor provides a brief connecting narrative to indicate the 
chronclogy of events and to give the context of particular documents. } 


Dutch 


Dias (M. A.). The United States Capital Position and the Structure of its Foreign 
Trade. Contributions to Economic Analysis, No. XI. Amsterdam: North-Holland 
Publishing Company, 1956. 83”. Pp. 67. 20s. 


[This book is a critique of the Leontief scarce-factor paradox (that the United States exports 
labour-intensive goods). After a rather defective exposition of the Haberler—Ohlin theorem and 
a summary of Leontief’s method and results, it is shown that revision of the agriculture capital 
coefficient reduces but does not reverse the difference in capital-intensity between United States 
exports and imports. Leontief’s explanation in terms of superior labour quality is confirmed by 
an ingenious (though suspect) use of the Cobb-Douglas function, but the real explanation is shown 
to be the higher capital-intensity of non-manufacturing groups and the preponderance of these in 
United States imports, attributable to limitation of natural resources rather than capital. Several 
interesting comments on the nature of the problem are included.] 


Van GLINsTRA BLEEKER (R. J. P.). Guided Money. A new monetary instrument. 
Amsterdam: North-Holland Publishing Company, 1956. 9”. Pp. 173. 30s. 


[‘‘ Guided Money ” is hardly money at all but a points-rationing scheme in reverse, designed to 
deal with surpluses of a kind whose reduction by normal economic processes appears socially waste- 
ful. Dr. Bleeker explains its application in cases of wide temporary fluctuation in particular 
demand; as an instrument for tapering structural decline; as a partial answer to world agricul- 
tural disequilibrium; and as a means of aiding low-income groups nationally and internationally. 
He does not ignore, but grossly underestimates, the administrative difficulties and political pressures 
involved, and dismisses too easily the arguments against further substituting central decision for 
free consumer choice as a determinant of the lay-out of production.] 


Mertens (L.). De organisatie van de verkoop. Leiden: Stenfert Kroese, 1954. 
9’. Pp. 290. 


[A handbook on the marketing of consumer goods, primarily addressed to management.] 


ZijLisTRA (J.). De omloopssnelheid van het geld en zijn betekenis voor geldwaarde en 
monetair evenwicht. Leiden: Stenfert Kroese, 1955. 9”. Pp. 230. 


[This monograph on the velocity of circulation should go a long way to make up for the neglect 
from which the subject traditionally suffers. Most of it is taken up by definition and explanation, 
and by a restatement of the role of the velocity of circulation in situations in which it is usually 
overlooked or treated as a constant. The result is an elaboration and elucidation of existing 
monetary theory rather than a new departure. ]} 
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Swiss 
BruGGER (H.). Die Schweizerische Landwirtschaft in der ersten Haelfte des 19. 
Jahrhunderts. Frauenfeld: Huber, 1956, 83”. Pp. 270. Sw.Fr. 22.80. 


[A well-documented survey of Swiss agricultural production in the first half of the nineteenth 
century, of historical rather than analytical interest.] 


BuRCHHARDT (D.). Kapitalbildung in England von 1946 bis 1950. Zurich: Poly- 
graphischer Verlag, 1956. 9”. Pp. 126. Sw.Fr. 12.45. 


[Over the period 1946-50 both personal and corporate savings in this country showed a steady 
decline, which was only partly offset by an increased contribution of the public sector. The greater 
part of this book is taken up by a statistical analysis, mainly of national-income data, which 
establishes these facts. The author also discusses various possible causes of the decline in personal 
savings without, however, ascribing a decisive influence to any particular factor.] 


NypEGGER (A.). Die wirtschaftliche Bedeutung der Allgemeinverbindlicherklaerung 
von Gesamtarbeitsvertraegen in der Schweiz. Zurich and St Gallen: Polygraphischer 
Verlag, 1957. 8’. Pp. 198. Sfr. 12.45. 


[Since 1941 the Swiss Government may, by decree, enforce any collective wage agreement 
negotiated between unions and employers’ associations on all firms in the industry concerned. This 
book describes the development and administrative detail of the system, which by now extends to a 
third of all national wage agreements. The author then examines its economic consequences, and 
ends up with an interesting attempt to weigh the advantages and disadvantages numerically in an 
index of policy objectives. This leads to the conclusion that the system is favourable in full employ- 
ment, harmful in depressions. ] 


Rau (A.). Agricultural Policy and Trade Liberalization in the United States, 1934— 
1956. A study of conflicting policies. Geneva: Librairie Droz, 1957. 10”. Pp. 160. 


[The inconsistency between current United States agricultural policy and the aims of reducing 
the barriers to world trade is admitted by official American spokesmen, and has sometimes put 
them in an embarrassing position. The author of this monograph traces the evolution of agricul- 
tural policy in the United States that has brought this situation about. His own view is that a less 
protective policy would not damage American agricultural interests as much as is sometimes 
supposed. ] 


TRoTTMANN (M.). Zur Interpretation und Kritik der Zusammenbruchstheorie von 
Henryk Grossmann. Zurich: Polygraphischer, 1956. 9”. Pp.92. Sw.Fr. 12.50. 


[A specialist’s study in Marxist economy, this book deals with the efforts of Grossmann, a German 
author of the twenties, to reinterpret the theory of capitalistic accumulation and its self-defeating 
character. While sympathetic to his subject the author concludes that Grossmann’s theory must 
be dismissed as logically inconsistent.] 


Austrian 


FORSCHUNGSSTELLE ZUR AUFSTELLUNG VOLKSWIRTSCHAFTLICHER BILANZEN. Der Ver- 
brauch der staedtische Bevoelkerung Osterreichs. Vienna: Osterreichische Statistische 
Zentral-amt und Osterreichisches Institut fiir Wirtschaftsforschung, 1956, 12”. Pp. 127. 


[This book contains the main results of a budget inquiry among 7,000 urban households held in 
Austria in 1954. A brief description of the sample and the methods used (with the questionnaire, 
the interviewer’s instructions and other documents reproduced in full) is followed by eighty pages 
of tables. Three main sets can be distinguished: (i) expenditure on twenty-one comprehensive 
commodity groups; (ii) expenditure and quantity for sixty-three different foodstuffs; (iii) number, 
sex and status of earners in the household. Each of these has been tabulated by four social classes, 
twelve family composition groups and twelve income groups, and for the first item there is, in 
addition, a double classification by family composition and income. Most information is given 
separately for Vienna and other cities, and there are a great many parallel tables where the original 
data have been converted into percentages and other derived figures.] 


FORSCHUNGSSTELLE ZUR AUFSTELLUNG VOLKSWIRTSCHAFTLICHER BILANZEN. Der 
offentliche Haushalt in der volkswirtschaftlichen Gesamtrechnung. Vienna: Oster- 
reichische Statistische Zentralamt und Osterreichisches Institut fiir Wirtschaftsforschung, 
1956, 9”. Pp. 75. 


[A small pamphlet discussing the difficulties connected with the public sector in national 
accounting. ] 
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Italian 


Mengecasst (G.). Method and Foundations of Social Science. Bari: Institute of 
Economics and Finance, University of Bari, 1957. 93”. Pp. 122. Lire 1,000. 

[The author seeks to point the way to a “ new social humanism ”’ emancipated from materialism 
and “ supported by the power of the spirit.” His use of a wide range of vague abstract concepts 
inevitably makes the book uncongenial to the English reader, and the style of the translation does 
not help.] 


Finnish 

PAAKKANEN (J.). Hintateorian Realismi ja Yritysten Hintapaatokset. (The Realism 
of Price Theory and the Price Decisions of the Firm). Jakaja: Liiketaloustieteellinen 
Tutkimuslaitos, 1957. 93’. Pp. 135. 

[The main purpose of this book is to provide Finnish students with an account of recent contro- 
versies on the theory of the firm, marginal theory versus the full cost principle, etc. To judge by 
the lucid English summary and the well-chosen select bibliography, it should fulfil this purpose 
well. he author does not claim to have arrived at any secure conclusions, but he suggests that 
the unsatisfactoriness of the present state of the subject is largely due to an excessively static approach 


and to the tendency to separate the theory of price-determination from other related subjects, such 
as the theory of profit and the theory of investment.] 
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EurRoOPEAN Propuctiviry AGENCY, ORGANISATION FOR EUROPEAN Economic Co- 
OPERATION. The Supply of Capital Funds for Industrial Development in Europe. 
Resources, structure, methods. Paris: O.E.E.C., 1957. 94”. Pp. 235. 12s. 


[To be reviewed.] 


EuROPEAN PropbucTiviry AGENCY, ORGANISATION FOR EUROPEAN ECONOMIC Co-OPERA- 
Tion. About Automation, by Cotoms (S.) and Lrénart (P.). Paris: O.E.E.C., 1956, 
9”. Pp. 62. 3s. 


[This outline account of the nature of automation and the problems it raises is designed to give 
trade unionists basic information about the issues involved. ] 


INTERNATIONAL LaBourR OrfFice. Report of the Director General. Part I: Automa- 
tion and Other Technological Developments. Labour and social implications. Geneva: 
I.L.O., 1957. 93”. Pp. 105. 6s. 


[This is the first part of the Director-General’s annual report to the International Labour 
Conference, published separately from the second part, which will be a general survey of the 
I.L.O.’s activities. In it he considers in rather broad terms, though with a fair number of illustra- 
tive examples, automation’s likely consequences for labour: its effects on employment, skill require- 
ments, education, displacement and re-employment of individual workers, wages and hours of work, 
job satisfaction and social security. He concludes by discussing the policy implications for employ- 
ers, trade-union leaders and governments. ] 


ORGANISATION FOR EuROPEAN Economic Co-oPERATION. Report on the Possibility of 
Creating a Free Trade Area in Europe. Prepared for the Council by a special working 
party. Paris: O.E.E.G., 1957. 93’. Pp. 57. 3s. 


[This is the report which was welcomed in the recent White Paper published by the Govern- 
ment. The working party gives reasons for supposing that the formation of a Free Trade Area is 
technically feasible and outlines the main problems to be resolved. ] 


Unrrep Nations. Statistical Yearbook 1956. Prepared by the Statistical Office of 
the United Nations Department of Economic and Social Affairs. New York: United 
Nations, 1956. 114”. Pp. 646. 40s. 


[This year’s issue follows the usual pattern, with a number of additions. Among the new tables 
included is one showing the value of consumption expenditure and its percentage distribution 
between commodities. In many of the tables it has been possible for the first time to include data 
for the U.S.S.R., Bulgaria, Hungary and Poland, owing to the greater degree of co-operation 
offered by the statistical authorities in those countries.] 
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Professor John T. Dunlop 


This book contains the papers read to the Sixth Conference of the Inter- 
national Economic Association, together with a short record of the dis- 
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The Conditions of Economic 
Progress 


Colin Clark 


Director of the Institute for Research in Agricultural Economics, Oxford 


This book, which for the third edition has been largely rewritten, is a com- 
parative study of the investigations which have been made in all the prin- 
cipal countries into national income, and economic factors bearing upon 
national income. 70s. 


Activity Analysis and the 
Theory of Economic Equilibrium 
Helen Makower 


Reader in Economics, London School of Economics 


The object of this book is to present the principles of economics not in 
terms of the traditional marginal analysis but in terms of the recently 
developed Activity Analysis. With diagrams. 25s. 


World Dollar Problem 


Sir Donald Macdougall 
Fellow of the Nuffield College, Oxford 


The author examines the various arguments that have been advanced to 
show that the dollar problem is, or is not, chronic and, in the light of the 
experience of the last fifty years, considers the prospects for the next 
twenty and also the implications for policy. 50s. 


International Monetary Policy 
W. M. Scammell 


Lecturer in Economics, The University College of North Wales, Bangor 


An assessment of the experiments in international monetary co-operation, 
since the Bretton Woods Conference of 1944. 40s. 
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IN INDONESIA AND MALAYA 


G. C. Allen and Audrey G. Donnithorne 























A description and an analysis of the part played by Western firms and governments 
in the economic development of Indonesia and Malaya. The period covered by the 
survey extends from the early decades of the nineteenth century to the nineteen- 
fifties and the treatment is increasingly detailed as it approaches the present day. 


Special attention is given to the great changes which have taken place since the Second - 
World War, and the authors venture a forecast as to the prospects of Western enter- - 
prise in the future of this region. Much of the information has been obtained from 
firms engaged in business in or with South East Asia. 25s. 
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Western Enterprise in Far Eastern Economic Development : China and 
Japan. 20s. 


GEORGE ALLEN & UNWIN LTD 
| 40 MUSEUM STREET, LONDON, W.C.1 
































—I) 
Announcing . . . in early 1958 


the first complete English translation ever available 
of the radically revised Fourth edition 
of the famous Austrian classic: 
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